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Year in, year out, gas experts an 
utilities by the hundreds show the 
preference for Barber Conversion Unit 
Why? Because, without frills or fad 
Barber keeps doing the TOP job i 
actual service and customer satisfactio 
Recommend and install genuine Barb¢@ 
Burners. : 


Write for latest Catalog illustrating and listing many 
types of Burners for Appliances, Gas Conversion Burn- 
ers for Furnaces and Boilers, Regulators, and Controls. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, © 


BARBER BURNER? 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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San Diego Gas & Electric 


One B&W Radiant Boiler of this 
— 575,000 Ib. per hr. at 1475 psi, 
—is on order for Silver Gate 
Four other B&W boilers are 1 
service at this station. 
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Pacific Gas & Electric Co. 


urteen new B&W Radiant Boilers, 
t of this design and six of a modified 
ign have recently been installed or or- 
red for service at three stations: Kern 
four 450,000 Ib. per hr. units. (2 for 
00 psi at 935F, and 2 for 1550 psi at 
SF): Station P—four 475,000 Ib. per 
. units, 1550 psi at 960F; Moss Land- 
g—six 475,000 Ib. per hr. units of the 
ified design, 1550 psi, 950F. All units 
installed outdoors and fired by oil 
natural gas, 
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Southern California Edison Co. 


Seven B&W Radiant Boilers of this de- 
sign—400,000 Ib. per hr. at 1000 psi, 
900F—have recently gone into service at 
the new Redondo Beach Siation. All units 
are installed outdoors and fired by oil 


and natural gas. 
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W: imagine that the same quarters 
of official and unofficial opinion, 
which have been busy promoting recur- 
rent alarm over a national “power short- 
age,” will take prompt umbrage at the 
power industry’s recent flat statement 
that the nation’s power supply is “over 
the hump.” A documented declaration 
that the industry is “over the hump” was 
made by Elmer L. Lindseth, president 
of Edison Electric Institute, at a break- 
fast conference given for the press in 
Washington, D. C., on June 15th. A 
digest of Mr. Lindseth’s statement, fac- 
tually supported by the remarks of 
Walker L. Cisler, vice president of De- 
troit Edison Company, is reviewed in our 
“What Others Think” department on 
page 48 of this issue, 


THERE seems little doubt that a good 
many of those who have been crying 
“power shortage” since before the war, 
during the war, and after the war, have 
been more closely in touch with the ex- 
pediency of the administration’s policy 
and political action than with what was 
actually being done and planned by way 
of plant expansion and new construction. 
Without the alarm over a “power short- 
age” much of the old “hurry, hurry, 
hurry” psychology for whipping up con- 


HERMAN L., GRUEHN 
JULY 7, 1949 


gressional support on new appropriation 
demands would automatically lose force 
and face. 


But although the fight may be won by 
the power industry in meeting the chal- 
lenge of a skyrocketing postwar demand, 
one continuing complication remains in 
the form of financing. With the stock 
market bumping around at common stock 
prices representing actually less than the 
liquidating value of some of our great 
corporations, the secret of attracting new 
equity capital and inspiring new investor 
confidence is one which has certainly not 
been completely mastered. 


Y= the electric companies have dem- 
onstrated their ability to obtain the 
necessary capital for construction pro- 
grams, so far. Mr. Lindseth referred to 
the fact that, during the first five months 
of this year, -his industry had sold stocks 
and bonds at the rate of $125,000,000 a 
month or over $5,000,000 per banking 
day ; but he conceded the continuation of 
this problem in the future, stating: 


This is the public’s money. Invested 
in these companies, it sustains genuine 
public ownership of a public service, 
operated for the public and regulated 
by the public. 

Nevertheless, the investors in these 
electric companies are free investors, 
They are free to put their money into 
enterprises of their own choosing. If 
they prefer, they can invest in steel, or 
oil, or chemicals, or hundreds of other 
industries. 

Whether our companies seek either 
debt capital or equity capital, they must 
compete with many other large enter- 
prises seeking capital. And they must 
compete successfully! The capital re- 
quirements of a public-regulated grow- 
ing electric company cannot be supplied 
out of the company’s own earnings 
alone. 

Therefore we must attract investors 
with maximum safety for their funds, 
and adequate payments for the use of 
their funds. 
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POWER.. 


PERFORMANCE - . . 
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for Central Station Service 
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Exide 


BATTERIES 


An important feature of the new 
Exide-Manchex Battery is the 
famous manchester positive plate 
with its unique lead button con- 
struction. The buttons, rolled 
strips of corrugated lead, are 
pressed into holes of the lead- 
antimony grid. Forming action 
expands the buttons and locks 
them securely in place. Only a 
comparatively small portion of 
the total lead is formed initially 
into active material...the re- 
mainder is available for gradual 
conversion in service. 







Negative plates, separators and 
other elements are designed to 
match the long life and efficiency 
of the positive plates. All combine 
to provide a battery of excep- 
tional power and long-lasting 
trouble-free performance. 


Use Exide-Manchex Batteries for 
switchgear and control bus opera- 
tion, emergency light and power, 
and other storage battery services. 
It will provide up to 100% more 
capacity in the same given space. 


1888 
DEPENDABLE BATTERIES FOR 61 YEARS 
1949 
THE ELECTRIC STORAGE BATTERY 
COMPANY ° 
Philadelphia 32 


Exide Batteries of Canada, Limited, Toronto 
“Exide’’ Reg. Trade-mark U.S. Pat. Of. 
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PAGES WITH THE EDITORS (Continued) 


It is for this pressing reason that we 
are glad to present a timely analysis on 
how public utilities can raise money, 
which is the opening feature article in 
this issue. It is the product of an experi- 
enced student and operator in the field 
of public utility finance, HERMAN L. 
GRUEHN, vice president of the Consoli- 
dated Gas, Electric Light & Power Com- 
pany of Baltimore. 


Mr. GRUEHN has been engaged in the 
utility field for twenty-five years, First 
with the United Gas Improvement Com- 
pany and, since 1934, as an officer with 
his present organization. He has been 
vice president since 1946. He was born 
in Baltimore and educated at the Uni- 
versity of Pennsylvania, Mr. GRUEHN 
is a member of Maryland Governor 
Lane’s State Highway Advisory Council. 
He also is active in the affairs of the 
Maryland Utilities Association. His arti- 
cle in this issue is, in substance, a revision 
of a well-received discussion which he 
made at the recent annual meeting of the 
Maryland Association at Baltimore. 


* * * * 


rural electrification in the United 
States. How is such a program being car- 
ried out in the paradise of the proletariat ? 
Dimirri R. STEIN, assistant professor of 
electrical engineering at the North Da- 
kota Agricultural College, has interpreted 
available statistics in an effort to draw a 
factual picture of what goes on, these 
days, in the way of power on the farms 
of the USSR. His article, entitled 
“Power for Soviet Farms,” begins on 
page 15. 


V 7 are hearing a great deal about 


* ok * ok 
hR trucking industry has long com- 
plained about a multiplicity of vary- 
ing and sometimes conflicting state regu- 
lation which tends to balkanize the map 
of the United States for purposes of 
truck regulation. JAMes H. COLLINs, 
well-known West coast writer on busi- 
ness matters, gives us an entertaining ac- 
count of what is being done to harmonize 
and facilitate the great industry of truck- 
ing subject to necessary regulation. His 
article, entitled “ ‘Rate Boys’ Ride the 
Trucks,” begins on page 21. 
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BERNARD J. OTTEN 


| aeons electric codperatives, being by 
nature far-flung organizations, have 
special need of devices and arrangements 
for pooling their technical knowledge of 
facilities in case of emergency. BERNARD 
J. Orren, Missouri journalist, gives us a 
description of a practical program now 
being used by rural electric cooperatives 
in the “Show-Me” state. Mr. OTTEN is a 
rather young and new contributor, who 
attended the University of Missouri's 
School of Journalism, following his 
honorable discharge as a Staff Sergeant 
with the 8th Army Air Force, in which 
he saw plenty of action at Okinawa. He 
is now an editorial writer for The Co- 
lumbia Missourian. 


aa - * * 


,. en the important decisions pre- 
printed from Public Utilities Re- 
forts in the back of this number, may be 
found the following: 


THE effect of a decline in the number 
of employees and a reduction in the rate 
for unemployment compensation taxes 
on a telephone company’s claim for an 
additional operating expense allowance 
because of wage increases previously 
granted is ruled upon by the New Jersey 
commission. (See page 97.) 


THE next number of this magazine 
will be out July 21st. 


<< 
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fast ee economical 


point-of use 
record copying / 


the New 


ecord DEXIGRAPH 


Now you can easily photocopy business rec- 
ords right where they are used—and do it 
faster, simpler and in a wider range of sizes 
than ever before. 

You can roll the new Record Dexigraph 
on casters from one department to another— 
wherever your records are located. It plugs 
into any standard electrical outlet. No plumb- 
ing or special wiring is required. Developing 
is an independent operation. 

You can copy records up to 934” x 14” at 
same size or at any of five reductions. Larger 
records up to 14” x 17” can be copied at 
smaller sizes for easier handling and filing. 

You can make up to 300 exposures an 


Pee DEXIGRAPH, | 


..- convenient 


hour. No previous experience is necessary. 
Positive adjustments and an automatic timer 
make it simple to operate the Dexigraph. 
Every copy is completely accurate, proof- 
reading is eliminated. Paper pre-cut to stand- 
ard sizes reduces costs to a minimum. 

To find out exactly what the Record Dexi- 
graph can do for you, write now for your 
free copy of our new illustrated booklet. 
Photo Records Div., Room 266, Remington 
Rand Inc., 315 Fourth Ave., New York 10. 
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Reminglon Rand 


FOR GREATER BUSINESS EFFICIENCY—USE PHOTOGRAPHY 
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Coming IN THE NEXT ISSUE 


* 


CALIFORNIA LOOKS TO THE SEA! 


That classic cry of the Ancient Mariner: ‘Water, water, every- 
where, nor any drop to drink," is being challenged in up-to- 
date thinking about future water supply in the Southwest. Are 
the ambitious plans of the Reclamation Bureau and other pro- 
moters of public irrigation—hydroelectric developments—likely 
to provide the right answer? Alfred M. Cooper, California 
writer, examines the possibility of converting sea water for a 
potable supply. 


CELEBRATING "D" DAY 


Here is an instructive article on the successful handling of multi- 
ple details involved in the dedication of an important new plant 
unit. John H. Barker, public relations director for the Toledo 
Edison Company, has written a complete account, in response 
to a number of inquiries from other companies, on how to avoid 
headaches, mistakes, and other honky-tonk in the course of an 
up-to-date dedication ceremony. 


TODAY'S PROBLEMS FOR SMALL TELEPHONE COMPANIES 


A review of the principal operating complications which face 
small independent telephone companies in California and in 
the rest of the United States as well. Charles F. Mason, presi- 
dent of California Independent Telephone Association and 
former president of the United States Independent Telephone 
Association, has canvassed all of the major problems of small 
telephone companies from the viewpoint of a veteran operat- 
ing executive. 


PUBLIC UTILITY ODDITIES 


Along the lighter side, there are many news items about things 
which happen in the course of a day's work in the public utility 
business which bring a laugh to those who hear about them, if 
not to those who experience them. Harold Helfer has. made 
an amusing collection of such items. 


* 





A | SO .. . Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of interest to public utility regulators, companies, 
executives, financial experts, employees, investors, and others. 
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DCESS SOFTENER 
36,000 GPH CA- 
ITY SHOWING 18 
SEDIMENTATION 
K AND ONE OF 
R ANTHRACITE FIL- 
5 LOCATED OUT- 
E THE POWER 


DWN FLASH TANK 
COCHRANE CON- 


ES 2900 Ib/hr 
SH STEAM FOR 


T BRAVE, a village in south- 
western Pennsylvania, the 
People’s Natural Gas Company 
have a compressor station for 
which a new power plant was 
required. The Machinery Divi- 
sion of Dravo Corporation, Pitts- 
burgh, was chosen to build the 
power plant. Obviously, all equip- 
ment selected was such as to in- 
sure the highest efficiencies com- 
bined with operating economy. 
The result justifies this selec- 
tion for not only is the com- 
pressor station handling more 
gas today than at any previous 
time in its history but coal con- 


sumption has been cut 100 to 
per day! 

The feedwater (100% make 
for the boilers is obtained from 
nearby creek and is treated 
a 36,000 GPH Cochrane 
Process Softener. A Cochre 
Continuous Blowoff System mz 
tains uniform boiler concenty 
tions and provides low pres: 
steam for supplementary fee 
water heating. The famo 
Cochrane Multiport Relief Valv, 
are also used in this installatic 
one on the steam line to 
softener and two on the ba 
metric condensers. 

Literature describing th 
equipment may be had by writiz 
COCHRANE meet ey 
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“There never was in the world two opinions alike.” 


—MONTAIGNE 





Joun L. CoLLyeEr 
President, B. F. Goodrich 
° Company. 


Eart O. SHREVE 
Former president, Chamber of 
Commerce of the United States. 


Rosert A. TAFT 
U. S. Senator from Ohio. 


H. R. NortHrup 
Executive vice president, National 
Retail Lumber Dealers’ 
Association. 


A. W. ZELOMEK 
Economist, International 
Statistical Bureau. 


Frep G. GuRLEY 
President, Atchison, Topeka & 
Santa Fe Railway. 


CHRISTIAN E. JARCHOW 
Chairman, Controllers Institute of 
America. 
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“(The profit motive is the] mainspring of American 
life, the basis of our initiative and energy, of our pro- 
ductivity, and of our unequaled standard of living.” 


sa 


“To rule out change in business and markets is to rule 
out progress. Progress in business, as in other spheres of 
human activity, is the result of evolutionary change.” 


* 


“TGovernment action] must be confined to those broad 
policies within the proper scope of government which do 
not involve detailed control of every action and the de- 
pendence of the entire population on the all-powerful 
state.” 


* 


“If we expect to have any vestige of freedom left to 
us as individuals and businessmen whatever, it is up to us 
to fight the continuing encroachment of Federal power 
and control over our freedoms during the period of peace, 
whatever it may be that lies ahead.” 


sd 


“People are confused at the conflicting views coming 
from Washington. Even those individuals who have not 
personally felt the impact of the business decline have now 
heard so many official assurances that a recession or de- 
pression won’t happen that they are becoming convinced 
that it will.” 


* 


“The taxing powers of the Federal government and the 
so-called economic powers of organized labor are both 
used beyond their justifiable limits to exact too great a 
toll from operation of the properties, and thus fritter away 
large sums which otherwise would be utilized more judi- 
ciously in the economy.” 


* 


“How much further the United States will go toward 
complete Socialism, depends in large part upon the in- 
telligence of business management; upon its foresight in 
recognizing new conditions; upon its willingness to make 
a change of pace to adapt itself to new conditions, and 
also upon its ability to instill confidence in the public by 
making its objectives understood.” 


12 
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ist in heavy-duty truck sales 
for |7 straight years ! 
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America’s most exacting truck buyers AGAIN give 
Internationals a vote of confidence! 

1948 REGISTRATION FIGURES for new trucks 
of 16,001 Ibs. and greater Gvw ratings show: 


26.4% 
14.3% 
13.3% 


Internationals . . . 
Wwe “Pr ee tk lw le le 
Tews "GS 1 tc te te lt 


For 17 straight years Internationals have led 
in heavy-duty truck sales! You don’t lead in 
that field unless you lead in value! 


Outstanding value —right down the line! The 
same values which kept Internationals first 
in the heavy-duty field, are yours in any 
International — heavy, light, or medium-duty. 
Internationals have never been weakened by 
compromise with passenger car design. 


Trucks built to meet your needs! Among the 
22 basic International models and 1,000 dif- 
ferent truck combinations, there’s a truck 
that’s right for your job. Gross weight ratings 
range from 4,400 to 90,000 pounds. 


PLUS —the nation’s largest exclusive truck 
service organization! 4,700 Dealers and 170 
Company-owned Branches have trained me- 
chanics, precision-engineered parts, and ex- 
change units . . . for complete service. 


A truck transportation engineer is ready to 
help you! Call your nearest International 
Dealer or Branch. Trained truck transporta- 
tion engineers will analyze your job—recom- 
mend a truck to lick it. Call soon! 

International Harvester Builds McCormick Farm 


Equipment . . . Farmall Tractors . . . industrial Power 
Motor Trucks . .. Refrigerators and Freezers 


TERNATIONAL “+ TRUCKS 


INTERNATIONAL HARVESTER COMPANY > 


CHICAGO 
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REMARKABLE REMARKS—( Continued) 


Harry A, BuLtis “The men and women on the payrolls of American 
Chairman, General Mills, Inc. industry make possible the high sales, the good production, 
and earnings. They are the greatest asset of any company, 

and it is important that business recognize their tangible 

and intangible values by applying itself with greater zeal 

to the study of human relations needs that must be met.” 


* 


Morris SAYRE “The solution of our economic problems lies in the realm 
President, Corn Products of morals rather than politics. We in business manage. 
Refining Company. ment need a lively and active sense of social responsibility 
to govern our business decisions. And the country cries 
out for men who will do an honest day’s work for a day’s 
pay. Each of us has definite personal responsibility to 

that end.” 

* 


L. R. BouLWARE “Rather than advocating any ‘busting’ of unions, we 
Vice president, General Electric believe that any member—who might be in doubt about 
Company. his union but who is sincerely devoted to the union idea 
—should not retire to the side lines. We think he should 
stay in his union, take part in union meetings, and get 
others to do so. And with the honest, thoughtful majority 
of union members, he should satisfy himself that the union 
is run soundly in the best interests of all.” 


* 


EpitorIAL STATEMENT “Under our free enterprise system . . . the most power. i 
The Journal of Commerce. ful force making for lower prices is competition. Excep 


where shortages exist, businessmen actually have quité 
limited discretion in setting prices. If their prices are tod 
high, demand will dry up and goods will back up in th 
hands of distributors and manufacturers. Competitio 
thus acts as a powerful automatic regulator of price 
without any intervention by the government.” 


> 


DoNnaLp V. FRASER “With labor making continually renewed demands fo! 
President, Missouri-Kansas-Texas a larger and larger share of revenues, and railroad rate: 
Railroad. reaching the saturation point, savings can come only in 
increased efficiency and through new cost savings methods 
which require new capital investments. This means that 
labor must give a full value for the wages it receives—and 
labor leaders must codperate in an effort to eliminate t 
extravagant ‘make-work’ demands, which mean onl 
wasteful, nonproductive, and unnecessary labor costs.” 


* 


Murray SHIELDS “With tax rates as high as they are, any material in 
Vice president, Bank of the crease in them is likely to have seriously depressive eff 
Manhattan Company. on the willingness of businesses and individuals to co 
tinue present levels of expenditures for plant and equip 
ment and for residential construction, Any reduction i 
such outlays would probably have a magnified effect o 
national income and therefore on the base against whic 
taxes are levied. A reduction in tax revenues would be T 
high price to pay for a punitive and unnecessary increal 
in tax rates,” 
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MAKES MONEY FOR YOU ON 
THE TRENCHING JOBS—IOUGH OR NORMAL 


EVELANDS sureness of top performance under the toughest conditions enables 
u to meet or beat your trenching schedules and set a fast, profitable pace for 
the following crews. Correct full-crawler wheel-type design—sturdy all-welded 
ality construction from the tougher steels assuring strength to stand the hardest 
ains—a correct, safe, fast speed for every working condition—ample smooth-flow- 
y correctly-applied power—extreme ease of maneuvering on the job and truck- 
eed mobility are some of the many CLEVELAND characteristics that have given 
em, among the Utilities, an enviable record for Dependable, Economical perform- 
ce. For specifications see your nearest CLEVELAND distributor or write direct. 


THE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE CLEVELAND 17, OHIO 
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U.S. RUBBER COMPANY 


Stoully olanounces 


FIRST NEOPRENE- 
JACKETED SERVICE 
ENTRANCE CABLE 


Accepted by UNDERWRITERS’ LABORATORIES 


and with 


You’ve never seen a service entrance cable like this! 
Neither had Underwriters’ Laboratories. This great new 
U. * _ Product answers the demand for a cable Sthat will 
ang Poatoen, 

at pe Se iio calito Cnengh 0 seugh antes of 
m. —~— 


Dripping of comp ieueaions None: 
Bending at low temperature: No damage sustained. 
Flame Test: No burning of the paper indicator, nor any 
Persntence of flamie after last application ofthe tet 








NOMINAL DIMENSIONS 
SIZE NEOP. JACKETED | STD. BRAID 


346 A7 x 74 56 x .86 
2#6 & 198 45 x .73 -55 x .85 
348 38 x .62 -50 x .76 
Note smaller diameter of this new cable compared to diameter of standard braid. 


























> Insulation 


High Current Test: Cable did not flame, rupture, 
warp excessively. 

Di-electric strength: No electrical breakdown asa 
of this test. 

Connector Pull-Out tests: Using three different co 

the U. S. Cable held three times better than s 


Rough TE 
was e for § hours to a ture of 1 
34.4 C. It was then dropped 8 a conc 
floor. Shp bonnie ar cond ke dy Eiauneanes 


t, 
venue of the Anricen Now York 20,0. ey 
MADE ONLY BY 
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Dollars saved are dollars earned. So why shouldn’t 
you save every dollar you can .. . on delivery costs? 
Dodge “Job-Rated”’ trucks are built to do just that. 


They’re priced with the lowest. They’re built to fit 
your particular hauling needs. They stay out of the 
repair shop and“on the job . . . saving money every 
mile you drive them. 


For example, your Dodge truck will have the right one 
of 7 “‘Job-Rated” truck en- 

gines. You will pay only for 

the power you need ... on 

your job. 


Your Dodge will have the 
right clutch, transmission, 
rear axle, and every other 
unit . . . “Job-Rated’”’ for 
maximum dependability 
and performance, with minimum upkeep expense. 


So, if dollars still count in your business, see your 
Dodge dealer. Ask him to recommend the right 
“‘Job-Rated’’ truck for your business. Remember... 
only Dodge builds “Job-Rated” trucks. 
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RECORD OUTPU 
FOR GRAND COULEE USIN 
NEWPORT NEWS TURBINES 


? yemmna 1948 the nine generating units in the west power house at 
Grand Coulee in the state of Washington produced 8,415,000,000 
K.W.H. 
Each generator was driven by a 150,000 horsepower hydraulic turbine 
built by Newport News. 
Nine similar turbines, but of 165,000 horsepower capacity are now being 
built for the east power house. 


ON “WATER PO 
EQUIPMENT" 





NEWPORT NEWS SHIPBUILDING AND DRY DOCK Gi 


NEWPORT NEWS, VIRGINIA 
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When installations call for indoor dis- 
connecting switches it pay’ to specify / 
Delta-Star ‘“‘Unit Type”’. They incorporgle 
every desirable feature demanded by mnod- 
ern engineering practice. Over the years 
discriminating users have recognized them 


for reliability and low-cost operation. 


HINGE ASSEMBLY 


CONTACT ASSEMBLY 


(HIGH PRESSURE 
‘LINE CONTACTS 


SIX TIME PROVED FEATURES 


Double-blade tongue-type a Positive, rugged lock effectively 
construction. “= prevents blade from opening under 
short circuit stresses. 


contacts with floating blades. » Insulators are the well known 

Pressure is equally distributed by a Delta-Star “Unit Type” which meet 

single bolt passing thru slot in tongve. . NEMA standards. Available in 
several strength classes. 


oe 


High-pressure-line type silver-to-silver SER 
+ 


Hinge contacts are annular-line 
pressure type silver-to-silver. Contacts oe Terminal lugs—solder or clamp type 


wipe clean as blade is actuated. as you prefer. 


JELTA-STAR coves 
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SS ca ensins 
ORE 5 ecg sd Cae. 


Little blocks, say 2’ x 4” x 8’’, don’t pile up very 
fast. 


We hang walls up in sizable panels. 


And that is an easy way to understand why 
Robertson's real product is time. 


We make walls that are hung in place. We make 
them complete with insulation when the panels 
are delivered. We engineer them piece by piece 
in advance at the factory. We put expert crews on 
the job to place them. 


We make time, now, when time is the essence. 
We save days and weeks in finishing a building 
for use, because years have been put into the 


development of these unique skills. 


Quick is the word we practice. 


H. H. ROBERTSON CO., 


2424Farmers Bank Building 
Pittsburgh 22, Pennsylvania 


Q-Panels are fabricated from Galbestos, al 
num, stainless steel, galvanized and black 
in lengths up to 25". 


Q-Panels, 3" in depth with 14%" of incombu 
ble insulation, have a thermal insulation va 
superior to that of a 12" dry masonry wall 
firred pieser interior. A single Q-Panel with 
area of 50 sq. ft. can be erected in nine min 
with a crew of only five men, and twenty 
workmen have erected as much as an acre of 
in three days. 


Q-Panel construction is quick, dry, cleao, 
offers an interesting medium of archi 
expression. 


PITTSBURGH, P 


Offices in 50 Principal Cities 
World-Wide Building Service 
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{ American Institute of Electrical Engineers will hold Pacific general meeting, San Fran- 
cisco, Cal., Aug. 23-26, 1949. 


{ National Association of Railroad and Utilities Commissioners begins annual convention, 
Cleveland, Ohio, 1949. 


{ American Federation of Radio Artists will hold annual convention, San Francisco, 
Cal., Aug. 25-28, 1949. 


{ Fifth Annual Pacific Electronics Exhibit will be held, San Francisco, Cal., © 
" Aug. 30—Sept. 1, 1949. 


{ National Association of Broadcasters begins board meeting, Portsmouth, N. H., 1949. 


J American Society of Civil Engineers begins annual convention, Mexico City, Mex., 1949. 


{ American Bar Association will hold annual convention, St. Louis, Mo., Sept. 5—9, 1949. 


{ American Water Works Association, New York Section, will hold annual meeting, 
Cooperstown, N. Y., Sept. 6, 7, 1949. 


{ Pan American Engineering Congress will begin Rio de Janeiro, Brazil, S. A., 1949. 


1 > a Gas Association will hold gas school and conference, Ames, Iowa, Sept. 68, 


1 Public Utilities Association of the Virginias will hold annual convention, White Sulphur 
Springs, W. Va., Sept. 16, 17, 1949. 


{ Michigan Independent Telephone Association will hold annual convention, € 
Lansing, Mich., Sept. 22, 23, 1949. 


¥ American Water Works Association, Missouri Section, will hold annual meeting, Joplin, 
Mo., Sept. 25—27, 1949. 


{ Association of American Railroads, Communications Section, will hold annual meeting, 
Portsmouth, N. H., Sept. 27-29, 1949. 





Semi-outdoor Steam Boiler Plant 


This is one of the outstanding features—unique for such a latitude—of the new Sewaren 
generating station of Public Service Electric & Gas Company (New Jersey). 
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How Will Public Utilities 
Raise Money? 


Consideration of the problems involved in procuring the $6 

billion which will be needed by the electric industry in four 

years, in the face of sharpened competition for available funds. 

Importance, during the present expansion period, of planning 
the whole financial program as an entirety. 


By HERMAN L. GRUEHN* 
VICE PRESIDENT, CONSOLIDATED GAS, ELECTRIC LIGHT 
& POWER COMPANY OF BALTIMORE 


or the next five years or so we in 
the gas, electric, and telephone in- 
dustries shall first have to do a 
her good job of raising money to 
p ahead of the huge building pro- 
mon which the money is to be spent. 
imagine a number of utility folks 
sh it were not so clear and apparent 
t so much money must be spent, 
ether we like it or not. As the chair- 
@ of the Michigan Public Service 


For additional personal note, see “Pages 
the Editors.” 


Commission recently remarked: 
“These firms are expanding, not be- 
cause they want to expand, but because 
they have a mandate to meet the public 
demand in such fields as gas and elec- 
tricity.” By now all of us are aware of 
the huge sums involved: Common- 
wealth Edison in Chicago will spend 
$340,000,000 in four years ; Cleveland 
Electric Illuminating speaks of $87,- 
000,000 in two years; Consolidated 
Edison estimates $250,000,000 in four 
years; the company in St. Louis esti- 
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mates $146,000,000 in five years; the 
C&P Telephone estimates $60,000,000 
in a few years; my company estimates 
$10L,000,000 in five years. 

The electric industry as a whole says 
it will spend $6 billion in four years. 
The American Telephone and Tele- 
graph, judging from 1948, is spending 
at the rate of $1.5 billion. It is so 
easy in these days to toss around figures 
ending in millions or billions, that we 
lose perspective concerning their mag- 
nitude. In the case of Consolidated Gas, 
Electric Light & Power Company of 
Baltimore, I have been able to under- 
stand the magnitude of $100,000,000 
in this way: We were in business 110 
years before we accumulated $100,- 
000,000 of property. We were in busi- 
ness another twenty-two years, which 
encompassed the electric industry’s 
really big expansion and included the 
period of a gigantic war, before we 
needed another $100,000,000 of prop- 
erty. There is, of course, a difference 
in the price level. But in those terms, I 
can understand better the size of financ- 
ing still another $100,000,000 in only 
five more years. I cite these figures for 
our company because the proportions 
in which our affairs are expected to in- 
crease are almost exactly the propor- 
tions which the industry as a whole 
anticipates. In both cases the dollar 
cost of the expected new property con- 
struction for the next five years repre- 
sents about 50 per cent of the present 
property, and the expected new capital 
securities represent an increase of about 
30 per cent or so. This, in varying 
degree, is what faces most of us. “Big 
expansion” is the way to describe it. 


aged a year ago we endeavored to 
sell some bonds to a large life in- 
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surance company. It will be recalled 
how avidly the insurance companies 
went after good bonds from about 


1935 onward, although nobody wanted}: 


new common stocks. This time, we 
were met with a friendly but terse 
greeting, “You are number 17 today; 
how much money do you want? And 
if you are talking bonds, the price is 3 
per cent!” We said we weren't going 
to pay 3 per cent, and his answer was, 
in effect, that he wasn’t lending money 
at less than 3 per cent no matter how 
good the bond was, because too many 
other good concerns not in the utility 
field wanted the money and would pay 
more than 3 per cent. 

That the insurance company man 
wasn't jesting is clear from the dis} 
closures now—a year later—that in 





see 


ar 
pre 

os 
in t 
to § 
ing 
end 


are 


— © 


T 


Fot 
the 
met 





1948 the insurance companies as 
whole invested close to $7 billion i 
new securities, which was about $3 bil 
lion more than the new money whic 
came in to them for investment. I be 
lieve they got the extra $3 billion by 
selling government securities back td 
the Federal government; but thereby 
they brought such a storm down upo 
their heads that they now seem to hav{ 
stopped the further selling of govern 
ments—and correspondingly have re 
duced the amount of money availabl 
for industry financing. 

With these two remarks—about th 
size of the expansion program to b 
financed, and about the sharpened com 
petition for available funds—I woul 
like to illustrate a point of primary im 
portance in this problem of raising th 
money, and which, in my judgment, a 
least, is far more important than th 
problem of how to deal with the mar 
kets at the present time. This primar 
point can be expressed in this way: 
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seems more important, during this ex- 
pansion, to plan the whole financing 
program as an entirety, and wherever 
possible to sell the right security and 
in the right order, than it is to attempt 
to suit our own convenience as to tim- 
ing, sequence, and pricing. In short, the 
end results are more important than 


ere the intervening steps. 


Cre this is a rather broad statement, 
I would like to explore it a bit. 
Four considerations seem to lead to 
the conclusion expressed in that state- 
ment : 


First, the very size of the problem 
makes it a totally different financial 
undertaking than we have known since 
the late twenties. It is not a problem 
that can be attacked in isolated steps, 
or in piecemeal fashion; for at the end 
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of the expansion our capital structures 
must be able to cope with the needs 
of the ensuing period, whatever those 
needs may be; 

SECOND, we must recognize the 
probability that our earnings may now 
be much more vulnerable to business 
recessions or depressions than hereto- 
fore, and our expanding capital struc- 
tures must be designed accordingly ; 

THIRD, we must recognize that we 
may even now be sliding down the 
other side of a long boom, but that in 
any event an economic squall of some 
severity must be allowed for at some 
time during the next five years; and 
yet at the same time we must be in a 
position to secure the new money in 
each of these years, and in the amounts 
required, and at reasonable over-all 
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cost, whether the investment markets 
are beset by squalls or not ; and 

FourtH, we must realize that in this 
expansion the real financing question 
is the procurement of new common 
stock equity money, or risk capital; 
and therefore the present-day $64 
question of whether there is enough 
new risk capital to go around for the 
needs of all industry, and at a reason- 
able price, and who has it to invest, 
and when it can be obtained, is of pri- 
mary importance. 


I SHALL dwell on these points briefly. 
The expansion now under way is 
approximately like the expansion of the 
late twenties. Averaging the expansion 
which took place for all the principal 
gas, electric, and telephone companies 
in the Maryland service area in the 
1924-1929 period, it was a 35 per cent 
growth in the dollars required for plant 
facilities. As I remarked earlier, this 
present expansion looks like 50 per cent. 

It has been about twenty years since 
we have had to cope with a really big 
expansion in a short time. In the ex- 
pansion of the twenties, the increase in 
my company’s common stock equity 
represented two-thirds of the total in- 
crease in our capitalization. Nor were 
we alone in that development. An ap- 
proximately similar pattern was fol- 
lowed during that period, on the aver- 
age, by the larger electric, gas, and tele- 
phone companies operating in the same 
Maryland area, About 70 per cent 0’ 
their increase in capitalization during 
that period was in the form of common 


“THE electric industry as a whole says it will spend 
$6 billion in four years. The American Telephone and 
Telegraph, judging from 1948, is spending at the rate of 
$1.5 billion. It is so easy in these days to toss around 
figures ending in millions or billions, that we lose perspective 


concerning their magnitude.” 
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stock equity. In contrast, from about 
1930 to the unwinding of the war in 
1946 the construction expenditures of 
the utility industries were manageable 
in most cases primarily out of retained 
earnings and depreciation expense ap- 
propriations, with the balance not too 
great to be managed by the sales of the 
senior bond and preferred stock securi- 
ties alone. In fact in all that time there 
probably was only one period—around 
1936 and 1937—when utilities could 
have obtained new common stock capi- 
tal in moderate quantity and at a rea- 
sonable price. 


N again, the problem is like the 
situation of the twenties: We 
need far more money than internal 
financing can provide, and we need far 
too much new money from new in- 
vestors than should be gotten from 
senior securities alone. 

Again, as then, the aggregate of our 
needs must be raised in a balanced fash- 
ion. The supplier of new bond and pre- 
ferred stock capital still demands a 
suitable and substantial layer of new 
risk capital beneath him, or he will not 
be interested. It is no more probable to 
expect that the anticipated increase of 
one-third in our capital structure can be 
negotiated without suitable increases 
in risk capital, than to have expected 
that the first half, or the second half, 
of our present capitalizations could 
have been developed without risk 
money. I call attention, too, to the fact 
that those of us whose capital structures 
were in good shape at the close of the 
last expansion were indeed fortunate; 
because for fifteen years thereafter, 
until the next expansion began, we had 
to, and were able to, get along with 
little or no new common stock money. 
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The need to prepare for the futur 
again faces us now; and hence I stres 
the point that we cannot wisely view 
the money-raising task at this time a 
a piecemeal affair, but instead we 
should endeavor to solve it so that th 
end result will leave us in sound shap 
to carry on thereafter for an indetermi 
nate period. 

I mentioned another consideratioj 
concerning the over-all design of th 
financial program ; namely, the need tg 
recognize the probability that our ne 
earnings are much more vulnerable t 
business recessions than heretofore. 
















B and large, the electric, gas, anq 
telephone utilities have not hereto 
fore had to cope with really larg 
shrinkages in revenues. I hope w 
won't hereafter, either. But there is 4 
real question in my mind whether ou 
net earnings will hold up as well in 3 
recession, proportionately, as they onct 
did. It would seem that our aggregat 
costs are much more rigid today tha 
formerly, and that our flexibility in cut 
ting expenses to offset declines in rev 
enues is less than it used to be. Probabl} 
this growing rigidity stems from tht 
changed status of the wage earner if 
the business structure and the need o 
governments to take larger sums fro 

business incomes in the form of taxe 
—and I mean taxes other than on i 

come too. While these developmen 
may constitute a social advance, th 
business result is a greater rigidity o 
costs, From the peaks of 1930 to th 
depths of 1933, the electric industry’ 
gross revenues declined $254,000,000 
and its net income declined $192,000, 
000; in other words, for each dollar o 
gross revenue which was lost, net in 
come declined 75 cents. Yet in th 
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Insurance Company Investments 


“ce 


. n 1948 the insurance companies as a whole invested close to $7 


billion in new securities, which was about $3 billion more than the new 
money which came in to them for investment.” 





short 1937-1938 recession, $1.85 net 
income was lost for every dollar of 
revenue lost. A similarly diverse pat- 
tern was true for the telephone com- 
pany. Today our flexibility may be 
limited primarily to the items of fuel 
costs and income taxes. This situation 
obviously affects the type of financing 
to be designed, and the execution of its 
various steps over so long a period as 
five years, 

I mentioned a third factor which 
leads to the same conclusion. It is the 
need to recognize that we may even 
now be sliding down the other side of 
a long boom, and that in our money- 
raising work an economic squall some 
time during the next several years must 
be allowed for. While such a squall 
may defer some of the capital expendi- 
tures, our programs apparently are 
so large that large-scale money raising 
will be necessary in any event. 


Pact of an impending and 

large-scale collapse in our economic 
affairs are a dime a dozen. But prices 
have not yet come down substantially, 


nor have labor costs, and we may only 
be adjusting ourselves down to a more 
usual buyer’s market. 

It would be nice to be able to 
prophesy with usable precision when a 
recession will come and how far it will 
go. No one can do that ; but by the same 
token, no responsible person would as- 
sume that we shall not have some sort 
of recession before our building pro- 
grams level out. Nor would he there- 
fore assume that the new-issue markets 
for each of common stocks, preferred 
stocks,.or bonds will continue to be 
receptive in each or all of those years. 
My point is simply this: We must not 
forget that the new money must be 
forthcoming year by year when it is 
needed, and at reasonable cost, whether 
a recession or depression intervenes in 
the investment markets or not. It does 
not seem to be the part of wisdom to 
assume the reverse; and hence the de- 
sign of our plans to raise the money 
we need must allow for possible eco- 
nomic trouble somewhere ahead. Oth- 
erwise the end result may not be what 
it should be. 
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My final consideration was the $64 
question of whether, in view of the im- 
portant place which equity or common 
stock money has in our current prob- 
lem, there is enough new risk capital 
to go around for the needs of all indus- 
try—for we must get ours in competi- 
tion with all other industries—and if 
so, who has it and can we get it at a rea- 
sonable price. 


it has been said many times that a 
growing fraction of our national 
savings is being channeled through in- 
surance companies and savings banks, 
and in large measure these are not avail- 
able for common stock investment. 

We all know how drastically the in- 
come tax laws have prevented, and are 
now preventing, substantial savings by 
the upper-bracket income persons from 
whom much new risk capital was for- 
merly obtained. Just a few weeks ago 
a representative of one of the largest 
investment trusts in the nation told me 
they no longer get new money from the 
large-income group, but now get most 
of it in $100 to $500 pieces from week- 
ly wage earners. 

Shares of many sound enterprises 
can be bought for less than their liquid 
assets, Thus, the shares of some of the 
largest New York banks and, for that 
matter, some of the soundest Baltimore 
banks, are sellirig at 20 per cent-30 per 
cent less than is warranted by their as- 
sets—which are mostly cash and gov- 
ernment bonds. The shares of a con- 
siderable number of sound American 
industrial enterprises are selling for 
less than their working capital, as a 
popular magazine recently brought out. 
The tendency of many enterprises to 
finance themselves increasingly with 
borrowed money, or preferred stocks, 
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or convertible debentures is generally 
ascribed to a shortage of equity money. 


HESE and similar facts are said to 

mean that the supply of funds for 
investment in common stocks is insuffi- 
cient. Some very capable observers 
have publicly expressed the considered 
judgment that there isn’t enough new 
risk capital to go around. Personally, 
I do not believe this view is accurate, 
and think the statement is too broad to 
be true. It does seem true that investors 
are particularly discriminating in mak- 
ing new commitments today, and that 
marginal enterprises may not be able 
to get new risk capital ; it does not seem 
true, from the record so far, that enter- 
prises with good records and prospects 
cannot get such funds. 

It does seem true that such investors 
are aware that all is not well and that 
they are trying to be quite realistic 
about the continuity of the earning 
powers they see, and the dividends they 
expect to receive; it does not seem true 
that they are unwilling to pay a fair 
price for the earnings and dividends 
which they do foresee. 

It does seem true that there is a wide 
difference in the cost of equity money 
as between well-regarded utilities, and 
those not so well regarded. In short, 
it is true that those with capital to in- 
vest are picking and choosing and that 
they want their price; it does not seem 
true that there is a shortage of such 
capital where the conditions and price 
are satisfactory. 


—— two bits of data on this 
all-important question: The first 
is that an increasing number of utility 
companies are in fact obtaining new 
equity capital, particularly where a 
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proper background of adequate and im- 
proving earnings and dividends is 
available. The aggregate amount of 
new common stock money now being 
obtained is substantial—and it is a 
persuasive fact. The second is that the 
price at which a total amount of capital 
can be raised—properly balanced be- 
tween senior securities and common 
stock money, is not at all out of line 
with the prices which investment 
money has commanded at other times 
in the past when large amounts were 
being raised—and when, in fact, the 
investor’s prospects were a lot rosier 
than they are now, particularly in his 
ability to keep the income he received. 
Probably the judgment that not 
enough common stock money is avail- 
able means, more accurately, that com- 
panies which are not soundly organized 
and well managed, or whose record is 
not reassuring, or whose prospects are 
not inviting, will have difficulty in get- 
ting new money ; and probably it means 
that an attractive price must be paid by 
any enterprise which wants new risk 
capital. It does not mean, in my judg- 
ment, that there is a shortage to those 
who meet, for discriminating investors, 
the tests of background, prospective 
earnings, and dividends, and who are 
willing to pay the going price for it. 


, I ‘HESE several considerations, to my 
mind, argue persuasively if not 


e 


conclusively for the point expressed 
earlier; namely, that in order to raise 
the money we need, it seems more im- 
portant to plan the whole program as 
an entirety, and wherever possible to 
sell the right security and in the right 
order. This is more important than the 
question of whether it fits the conven- 
ience of our affairs to sell them in that 
order, or whether in each instance the 
price is as favorable as we should like 
it to be. 

In the actual planning, several con- 
clusions seem, in turn, to follow. 

The first of them is that the con- 
tinued use of bank loans to finance 
construction programs temporarily is 
now seriously open to question. Many 
utilities have in the past utilized bank 
loans for the initial financing of their 
construction work, with the idea in 
mind of paying off these loans when the 
permanent financing is accomplished 
through the sale of stocks or long-term 
bonds. And, as long as interest and pre- 
ferred dividend rates were in a declin- 
ing long-term trend, there were also 
short-run economies in that method— 
always providing that the loans were 
not called or that security markets were 
not unfavorable when the loans came 
due. I suggest that the problem we now 
face is different, The long-term trend 
of money costs is apparently upward. 
Also, we may get caught in a recession 
during the money-raising period and it 


“From the peaks of 1930 to the depths of 1933, the electric 
industry's gross revenues declined $254,000,000, and its net 
income declined $192,000,000; in other words, for each 
dollar of gross revenue which was lost, net income declined 
75 cents. Yet in the short 1937-1938 recession, $1.85 net 
income was lost for every dollar of revenue lost.” 
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would be poor judgment indeed to risk 
the financial embarrassment involved 
in having large bank loans to meet at 
the very time when capital markets are 
unreceptive and when at the same time 
even more new money must be ob- 
tained. But over and above these tech- 
nical reasons is one of judgment: This 
expansion is just too big to fool with 
it ; the wiser course seems to dictate that 
permanent construction be handled 
with permanent financing. 


co second conclusion is that the 
lure of leverage financing should 
not be followed too far, and, on the 
contrary, we should strengthen our 
capitalizations by obtaining more com- 
mon stock money. By “leverage financ- 
ing’’ I mean the use of senior securities 
like bonds and preferred stocks. It is an 
enticing thought to compare the net 
cost after taxes of a dollar of bond or 
debt money or even preferred stock 
money with the net cost of common 
stock money. But certainly financial 
history is compellingly clear that lever- 
age financing must be kept under strict 
control, particularly during an expan- 
sion program and particularly for en- 
terprises that expect to be in business 
for a long time, and whose capital turn- 
over is slow as is ours. The principles 
involved are not too different than in 
the more homely examples of the man 
who buys a house with too little equity 
and too much mortgage, or the man 
who buys securities on a margin ac- 
count but with too small a margin, It’s 
fine while things are looking up. Per- 
sonally, I think the counsel which Com- 
missioner McEntire, of the Securities 
and Exchange Commission, recently 
gave to utilities is sound, when he 
warned us against the trend toward the 
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use of too much debt financing and ad- jf - 
vised instead a much greater use of new 
common stock money in order to pay 
for the present expansion. 

It will be recalled that during the 
expansion of the twenties it was said 
that 50 per cent in bonds, 25 per cent 
in preferred stock, and 25 per cent in 
common stock was a good standard. It 
isn’t any more, and actually it hasn’t 
been for some time; for the standards 
of high credit today require almost 
twice that proportion in common stock 
equity. In fact, if even now you will 
take as a standard the average condition 
for all “Triple A” credit ratings in the 
gas and electric utility field, you will 
find the common stock equity to be 45 
per cent, preferred stock 10 per cent, 
and debt securities 45 per cent. The 
telephone industry concludes that it 
needs about two-thirds in equity 
money. Larger proportions in common 
stock equity are in order today, for 
several of the fundamental reasons I 
have already mentioned, 














a= the utilities operating in the 
Maryland area, for example, the 
expansion of the twenties was financed 
in considerable part by an increase in 
our common stock equities, and that 
roughly $2 out of every $3 in our capi- 
talizations came from that source. 
While circumstances must dictate each 
individual case, and while in the present 
expansion we may not need to go quite 
so heavily into new common stock 
equity as a general proposition, we shall 
even so have to think in much bigger 
terms in respect to the place for com- 
mon stock than we have had to do for 
about twenty years. We must not be 
scared by the present price for such 
capital, for it is not unreasonable. And 
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Interesting Development in Common Stock Field 


el liens common stock field has shown an interesting development. 

It appears that between 1946 and 1948 the cost of utility com- 

mon stock money rose from about 6 per cent in 1946, to 10% per cent 

in 1948, with the very best offerings being about 9 per cent. These 

figures express the relationship between earnings and the price at which 
the new stock was sold.” 





we must put our houses into requisite 
order in respect to earnings and divi- 
dends and investor relations, so that we 
can attract the new risk capital. 
The third conclusion is related to the 
second. Not only should we increase 
the absolute amount, and the relative 
amount, of common stock equity in de- 
signing our plans to raise the money; 
but in my judgment we must place the 
sale of common stock at the early stages 
of our financial program. Personally 
I think it should be the very first step 
wherever possible, Three cogent rea- 
sons argue for such a conclusion. In 
the first place, good credit is maintained 
more easily if debt obligations are sold 
after the common stock is sold first; 
the reverse is not true. The superstruc- 
ture of debt or preferred stock is more 
easily and economically accomplished 
if the substructure or foundation of 
equity money is built first. In the second 
place, the vital need for a continuous 


flow of new capital, regardless of 
whether an economic squall hits us be- 
fore the expansion has been financed or 
not, argues for the sale of common 
stock as a first step. If the additional 
common stock foundation has been 
built, then preferred stocks or bonds 
can be sold even in difficult markets ; if 
it has not been built first, then the prob- 
lem becomes really difficult because still 
more senior securities must be piled on 
top of those sold to finance the early 
part of the expansion. Overextension 
and top-heaviness then result, with pos- 
sible loss of credit, and trouble is 
courted thereby. We must do the harder 
part of the job first; selling the bonds 
and preferred stocks thereafter then 
becomes more certain of accomplish- 
ment. 


, I ‘HE third cogent reason is that we 
must sell common stocks when the 
markets will take them ; and now is such 
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a time. Good bonds can be sold in al- 
most every year ; good preferred stocks 
can be sold in many of the years; but 
common stocks are salable at decent 
prices only once in a while. After years 
of unpopularity, and concern about our 
future, the investor is today again real- 
izing the merits of the good, well-man- 
aged, and fairly regulated utility com- 
pany as a vehicle for his available risk 
capital. Granted that he is highly dis- 
criminating, and wants a fair price, and 
must be sold; granted all that and it 
still remains that he is buying. My 
point is simply that we must sell when 
he is ready to buy, and he is ready now. 
If I may again quote Commissioner 
McEntire, of the SEC, it is to put this 
third conclusion into his very succinct 
words : 

. .. amy serious economic reversal 
might make it difficult for all utilities 
to market their equities. But at the 
same time such an event would create 
the very conditions which make a sound 
financial structure imperative. It is 
therefore of the utmost importance 
that we begin now to build and main- 
tain this strong equity foundation un- 
der the capital structures of our utility 
companies as we go through this period 
of rapid growth. The time may come 
for some of them when it is too late to 
act. 

Finally, let us consider the state of 
the investment markets at the present 
time, and their receptivity to various 
types of securities, 


toe the past two years the cost of 
new capital has risen appreciably. 
In 1946 we apparently reached the end 
of a very long period of declining basic 
interest rates, and apparently we are 
now ina very long period wherein basic 
interest may be expected to rise. These 
interest movements are slow, to be sure, 
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but they are definite. In these two years, 
the best grade of bonds rose about one- 
third of one per cent in annual costs ; 
good preferreds rose about nine-tenths 
of one per cent. But even so, the present 
rates for these senior securities — in 
1948 about 3 per cent for bonds and 
43 per cent for preferred stocks—are 
surely very low indeed in an absolute 
sense. Very seldom in history have they 
been so low. 

In both of these cases, the marketing 
aspects offer no real problems other 
than those of price and terms, except 
for one point, That point is competitive 
bidding—particularly mandatory com- 
petitive bidding, where that policy is in 
vogue. At times competitive bidding is 
a very convenient and effective method 
of marketing. The effectiveness of its 
use depends upon the state of the mar- 
ket. When markets are avidly seeking 
new bonds and preferred stocks, and 
the supply of them is less than the de- 
mand, competitive bidding is certainly 
one of the usable devices ; but when the 
reverse is true, and there is competition 
for investment money, then competitive 
bidding can be less than satisfactory. It 
can even, in times of squeamfsh mar- 
kets, be damaging. I am not so sure that 
mandatory competitive bidding, in par- 
ticular, is wise for the period just 
ahead. 


| eyes between the bond and the share 
of common stock is the convertible 
debenture, It is a quite useful financing 
medium for special situations, but it 
should be labeled “handle with care.” 
My company has used them, and ob- 
tained very satisfactory results. It is 
a useful device to bridge a gap between 
squeamish markets on the one hand, 
and good markets on the other hand. 
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Convertible debentures also open up 
new markets; they appeal to institu- 
tions which would like to but are not 
permitted to buy common stock di- 
rectly. 

An issue we sold in 1947 became con- 
vertible in July, 1948, and has since 
been more than half converted into 
common stock. I think, however, I 
should mention a word of caution. The 
unrestricted use of convertible deben- 
tures has disadvantages ; if the conver- 
sion terms are not carefully designed so 
as to induce conversions at a reasonable 
pace, then the groundwork of broaden- 
ing the equity base for the purpose of 
supporting additional senior securities 
has not been accomplished, Also, the 
presence of a large amount of uncon- 
verted debentures on the eve of an of- 
fering of common stock may—again 
if the conversion terms have not been 
carefully designed—provide a bother- 
some but not unsoluble problem, In 
short, convertible debentures must be 
“tailor-made”; they are not “ready- 
made.” 


HE common stock field has shown 
an interesting development. It ap- 
pears that between 1946 and 1948 the 
cost of utility common stock money 
rose from about 6 per cent in 1946, to 
103 per cent in 1948, with the very 
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best offerings being about 9 per cent. 
These figures express the relationship 
between earnings and the price at 
which the new stock was sold. If I ex- 
press the change in these two years in 
terms of dividend yields, the rise is 
from 4.5 per cent to nearly 7.5 per cent. 
Recent illustrations of these dividend 
yields on new stock issues of fine qual- 
ity are 8.5 per cent for Virginia Elec- 
tric & Power, Delaware Power & 
Light 6.5 per cent, Gulf States Utilities 
7.1 per cent, and Cleveland Electric 
Illuminating 6.6 per cent, for Pacific 
Gas and Electric 8 per cent, and for 
Wisconsin Electric Power 7.3 per cent. 
These increases have been substantial ; 
but the important point is that at pres- 
ent prices the market for new common 
stock money seems to have been 
opened, and new funds are flowing, 
particularly to utikties which can offer 
a rising trend of earnings and divi- 
dends. 

Two interesting questions arise: 
“Are these present costs too high?” 
and “Are the new funds readily avail- 
able in view of the yields being 
offered ?” 

My answer to both questions is 
“No.” 

I do not think the present rates for 
new risk capital are too high. They are 
not too high when one considers the 


“OveER the past two years the cost of new capital has risen 
appreciably. In 1946 we apparently reached the end of a 
very long period of declining basic interest rates, and appar- 
ently we are now in avery long period wherein basic interest 
may be expected to rise. These interest movements are slow, 
to be sure, but they are definite. In these two years, the best 
grade of bonds rose about one-third of one per cent in annual 
costs; good preferreds rose about nine-tenths of one per 


cent.” 
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impact of present taxation upon the 
holder of stocks; nor in view of the 
prospects for further taxation both 
upon the stockholder himself and upon 
the earnings of his enterprise. The 
double taxation now in effect against 
earnings available to the stockholder 
is a real hurdle. The present rates are 
not too high in relation to the total cost 
of money for a balanced amount of 
capital required by an enterprise—and 
I suspect there is a casual relation be- 
tween low senior money costs and 
higher risk capital costs. Nor are they 
too high for the larger risks which 
present-day stockholders face in com- 
parison with the twenties when we last 
raised large amounts of such capital. 
The “risk” in “risk capital” is probably 
larger now. 


A to my answer “No”’ to the second 
question, “Are the new funds 
readily available in view of the yields 
being offered?” I need only point out 
the real selling work that now has to 
be done to market a reasonably priced 
issue successfully. Time was when one 
could do without much or any banking 
support in marketing a new issue of a 
good stock — in fact, it used to 
be that a stock would go up in 
the markets when a new issue was 
announced ; today, the market price for 
outstanding stock usually breaks, and 
the record is reasonably clear that bank- 
ing support is essential if al/ of the new 
stock is to be sold at a good price. At 
present market prices for outstanding 
stock it becomes necessary to sell new 
stock at a price much closer to exist- 
ing quotations on the secondary market 
than is safe without banking support. 

All sorts of arrangements are now 
being utilized to buttress and facilitate 


JULY 7, 1949 


PUBLIC UTILITIES FORTNIGHTLY 


marketing of new offerings in every 
possible way. Arrangements to buy and 
sell warrants, to stabilize the stock, to 
pay a commission on each subscription 
solicited successfully, and to permit 
oversubscription, are being utilized. 


| aa the old instalment payment 
was recently tried again—by the 
Virginia Electric & Power Company 
and by Detroit Edison—but the results 
thereof were not particularly effective. 
On this point I can do no better than 
to repeat what a well-qualified invest- 
ment banker told our industry : 

On the basis of experience in the 
recent past the investor in your pre- 
ferred stock and your common stock 
is not particularly happy. Of course he 
is not particularly unhappy either, as 
he still feels his income is safe. But 
generally speaking the security he 
bought is selling lower than he paid 
for it rather than higher, and he is defi- 
nitely from Missouri—he is talking 
about a “fair deal”—when it comes to 
making further investments in electric 
utility stocks. Let’s face the fact : Your 
equity stocks are going to have to be 
sold, Investors are not going to tele- 
phone in and ask to buy them. 


Yes, raising the money is a really 
big job for the utilities. And a vitally 
important one. I would not wish, how- 
ever, to leave the impression that it 
cannot be done within the boundaries 
of reasonable over-all costs, and good 
end results. Itcan be done. To help us 
in our tasks of attracting the capital, 
we in the Maryland area offer sound 
enterprises, operating under wise regu- 
lation, and with prospects for potential 
growths of truly large proportions, 
when we merchandise our securities. 
With the addition of careful judgment 
in planning, and sure-footed action in 
execution, the job can certainly be done. 
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HE flow of technical information 
from the Soviet Union was al- 
ready very slight in the years be- 

ore World War II, After the com- 
on victory it came to a virtual stand- 
still. The Soviet technical and scientific 
beriodicals have apparently been di- 
ected to withhold information per- 
aining to major technical develop- 
nents and the growth of industry. In 
pite of this news blackout, Soviet 
agazines publish from time to time, 
pparently for home consumption, re- 
borts on technical and economic prob- 
ems permitting an insight into the de- 
relopment of the country. Such com- 
nunications, together with brief news 
tems and government proclamations, 
lispersed in the Soviet press, although 
ar from giving an exact picture, reveal 
he fundamental trends. An authorita- 
ive report? dealing with the electrifica- 
ion of the vast rural areas of Russia 


*For personal note, see “Pages with the 
ditors.” 

1G. K. Susloparov, “Present State and Per- 
pectives for the Development of the Rural 
lectrification in the USSR.” Electrichestvo, 
ebruary, 1948, pages 3-6. 





Power for Soviet Farms 


Everything being done by the Russian government 

to change its backward agricultural system by elec- 

trification to large modern grain-producing units. 
Results of the various 5-year plans. 


By DIMITRI R. STEIN* 








appeared recently in Electrichestvo, the 
official organ of the Ministry of Elec- 
tric Power Plants. This article, written 
by G. K. Susloparov, a government 
official, is of particular interest since 
the electric power industry has been 
wrapped in almost complete secrecy for 
the past years, In order to evaluate the 
information revealed in Susloparov’s 
paper correctly, it might be advisable 
to recapitulate briefly the general de- 
velopment of Soviet industry during 
the last two decades. 

The year 1928 marks the crucial 
point in the industrial development of 
the Soviet Union. With the promulga- 
tion of the first Five-Year Plan it be- 
came clear that it was the aim of the 
Soviet Government to convert Russia 
from a predominantly agricultural 
country into a powerful industrial na- 
tion. The slogan “to catch up and to 
overtake America,” coined in the early 
days of Russian industrialization, 
characterizes this intention very well. 


, ] ‘HE first and second Five-Year 
plans (1928-1938) placed great 


JULY 7, 1949 








PUBLIC UTILITIES FORTNIGHTLY 


emphasis on the development of heavy 
industry, particularly the iron, coal, 
oil, steel, and machine tool industries. 
The Soviet Government recognized 
that the planned industrialization could 
be successful only if the growth of the 
power capacity kept pace with the de- 
velopment of the other industries. 
Therefore, an adequate construction 
program of generating plants was 
launched at the same time. Most of 
these new power plants were built in 
the heart of the main industrial sec- 
tions of the country, the Moscow and 
Leningrad areas, the Dnieper and 
Donez basins, the new industrial region 
in the Ural and in Transcaucasia, 

Among the power stations erected 
in those years were the big hydroelec- 
tric station at Dnepropetrovsk with an 
installed capacity of 550,000 kilowatts, 
the high-pressure steam power plant at 
Stalino with 300,000 kilowatts, and a 
considerable number of other stations 
with installed capacities of more than 
100,000 kilowatts. In spite of these ad- 
ditions the power demands of the new 
industries by far exceeded the available 
power supply. These increasing power 
demands were partly met by the inter- 
connection of the big energy-producing 
centers which improved the efficiency 
of the entire system considerably ; and 
110- and 220-kilowatt transmission 
lines were built, codrdinating the 
Dnieper-Donez and the Moscow power 
centers. Furthermore, a rigid consump- 
tion schedule, imposed upon industry, 
contributed to a more equal distribu- 
tion of the load. 


_o the announcement of the 
third Five-Year Plan in 1939, a 
new tendency became more and more 
apparent. The main expansion program 
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of the entire industry and particular] 
of the power industry was shifted ta 
the central and eastern parts of thdi 
country. In accordance with these ne 

plans big power plants were designed 
on the Volga and Oka rivers, in the 


Urals and in Karaganda (Siberia)§in 


The construction of a vast hydro-powe 
pool along the Volga and Oka rivers 
was begun in 1939-1940. The Volga 
Oka hydro power was to supply th 
basic load of both industrial areas i 
the west, around Moscow, and in th 
east, around Magnitogorsk in the Ural 
Plans were developed for pc high 
voltage transmission lines which, ac 
cording to Russian economic calcula 
tions based on the results of an experi 
mental line, were more economical fo! 
these projects than the convention 
AC transmission lines, even if a volt 
age of 350 kilovolts were used. 

The precipitated development of thi 
big power systems supplying heavy in 
dustry hampered the organic growth o 
distribution facilities in view of critif 
cal shortages of material and mai 
power, These shortcomings particula 
ly affected the development of rura 
electrification. However, in view o 
the Soviet Government’s proclaime¢ 
intention to mechanize agriculture 
rural electrification was promoted a 
far as this was possible within the ex 
isting limitations. Due to the chroni 
power shortage, rural communities i 
general were not connected to the ex 
isting transmission lines. The usua 
procedure was to equip these communi 
ties with small power plants operatin 
on local fuels or hydro power. Gred 
attention was also devoted to the co 
struction of wind-power plants wit 
installed capacities of 5, 10, or 20 kilo 
watts. 
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HE development of rural electrifi- 
cation from 1916 to 1947 is por- 
trayed in Table I. From these data it 
ais apparent that the growth of rural 
electrification up to the year 1928 was 
rather slow. It can be assumed that in 
@ those years electric energy was mainly 
introduced in the larger rural centers 
since the average installed capacity and 
@the output per plant increased over the 
period from 1916 to 1928, from 25 to 
42.6 kilowatts, and from 15,000 to 
ig48,700 kilowatt hours, respectively. 
During the first Five-Year Plan 
some progress was achieved which, 
however, can by no means be compared 
to the growth of urban generating fa- 
cilities during the same period. Appar- 
igently the tendency to supply first larger 
rural centers remained unchanged. This 
aaperiod, therefore, is characterized by a 
further increase of the average capacity 
and output per plant (1932: 58-kilo- 
Awatt capacity, 88,000 kilowatt-hour 
output). 
The second Five-Year Plan brought 
a decisive change in the development 
of the rural electrification. The years 
1932 to 1937 show the largest increase 
min the number of generating plants, 
their installed capacity, and their out- 
put of the entire prewar period; This 


= 


sudden increase was certainly not ac- 
cidental. The emphasis placed in the 
beginning of the industrialization on 
production of heavy industry led to a 
sharp decrease in the production of 
agricultural machines and consumer 
goods. These shortages together with 
the enforcement of the collectivization 
of farms during the first Five-Year 
Plan had a devastating effect on agri- 
cultural production which reached an 
all-time low in 1931-1932. Thus it is 
natural that the Soviet Government 
tried to remedy the situation during the 
third Five-Year Plan by pressing the 
mechanization and electrification of the 


farms. 
| y is characteristic that in spite of an 
over-all increase in capacity and 
output of 300 to 400 per cent during 
the second 5-year period, the average 
capacity and output per station dropped 
to half of its 1928 value (1937: 30.6 
kilowatts and 44,000 kilowatt hours). 
This development can be explained by 
the fact that for the first time elec- 
tricity was carried to small communi- 
ties, Thus, this period from 1932 to 
1937 marks the beginning of rural 
electrification on a large scale. The 
drive was directed by the Institute of 


TABLE I 
Capacity, Output, AVERAGE UsE oF RuRAL Power PLANTS 


1916 
80 
2.0 
1.2 


Year 
Number of rural power 

plants 
Installed capacity 

(1,000 kw.) 
Output 

(1,000,000 kw. hr.) 
Average capacity 

per plant (kw.) 
Average output 

per plant (1,000 kw. hr.) .. 
Output per kw. 

capacity (kw. hr.) 


1924 
450 
16.9 
13.2 
37.0 
29.4 


795 
17 


1940 1947 
10,825 
275.0 
425.0 
25.4 
39.2 


1,550 1,495 
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1937 
7,500 
230.0 


1928 
694 
29.6 
33.8 
42.6 
48.7 
1,050 


1932 
1,135 
65.9 
95.0 
58.0 
88.0 
1,450 


330.0 
30.6 _ 


44.0 
1,440 
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Rural Electrification in Moscow which 
developed a series of small standard 
steam and hydro power plants. The 
steam plants were adapted to various 
fuels with low heat value (soft coal, 
peat, slate, etc. ). 

From 1937 on, the growth of the 
rural electrification decreased again, 
probably due to increased preparations 
for the impending international con- 
flict. Yet the tendency of introducing 
electric energy into small rural com- 
munities apparently continued since 
the average capacity and output de- 
creased further to 25.4 kilowatts and 
39,200 kilowatt hours in 1940. 

Another factor characterizing the 
development of rural electrification is 
the output per kilowatt of installed ca- 
pacity, Its value increased from 600 to 
1,450 kilowatt hours per kilowatt over 
the period from 1916 to 1932. From 
there on, it remains practically con- 
stant, reaching a peak value of 1,550 
kilowatt hours per kilowatt in 1940. 
For American conditions, this value of 
the average use (corresponding to a 
load factor of 0.177) is very low. How- 
ever, one has to bear in mind that the 
Russian rural communities have a dis- 
tinct peak demand during and after the 
harvest when the crop is being proc- 
essed. During the rest of the year the 
power consumption is much lower since 
only few electric appliances are avail- 
able and in use. 


GF Seer war in 1941 brought a serious 
setback to the Russian power in- 
dustry, and rural electrification came to 
a standstill. Despite the government’s 
attempts to transfer the main industry 
to the central and eastern parts of the 
country, vital industrial regions re- 
mained within the reach of the enemy. 
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The “scorched earth” policy, applied 
by both sides, virtually destroyed all 
industrial plants and power stations in 
the disputed areas. Some power sta- 
tions, e.g., the big Dnepropetrovsk hy- 
dro plant, were twice destroyed in 
1941-1942 by the retreating Russians 
and in 1943-1944 by the retreating 
Germans. 

Thus, the war ended with an almost 
complete devastation of the western 
parts of the Soviet Union. According 
to Susloparov’s estimates the damage 
done to the rural power system was 
particularly heavy ; the capacity of the 
destroyed rural power stations in the 
western parts of the Soviet Union ex- 
ceeds 75,000 kilowatts. This is more 
than 27 per cent of the total rural gen- 
erating capacity in 1940. 


4 $-. critical situation in which the 
Soviet Union found itself after the 
end of the war, and particularly with 
respect to the extreme shortage of agri- 
cultural products, once again focused 
the attention on the development of the 
rural areas, In 1945, a government de- 
cree was issued calling for an unprece- 
dented increase of electrification and 
mechanization of Russian farms. This 
drive seems to have produced the de- 
sired results. Susloparov states that the 
growth of rural generating facilities in 
the years 1945 and 1946 greatly sur- 
passed the prewar figures. 

Thus, in 1947, the total generating 
capacity and the energy output ex- 
ceeded the 1940 values by almost 100 
per cent. The exact figures for the years 
1945 to 1947 are compiled in Table II. 
The postwar program placed particular 
emphasis on the development of small 
hydroelectric stations, the capacity of 
which increased from 35,000 kilowatts 
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TABLE II 
CLASSIFICATION AND CaPACiTy OF RurAL Power Sources (1Nn 1,000 Kw.) 


Year 


Internal combustion 
(using gasoline) 
Internal combustion 
(using manufactured gas) 
Transformer substations supplied from 
the general power system 
Total capacity 


1946 
86.2 
16.3 
50.9 


78.8 
14.7 


135.0 
382.1 





in 1944 to 116,400 kilowatts by Janu- 
ary 1, 1948. Thus, to date, the hydro 
stations are the major energy source 
of the Russian farms, accounting for 
37 per cent of the total generating fa- 
cilities ; their average installed capacity 
grew from 25 kilowatts in 1945 to 45 
kilowatts in 1948. The next important 
group of generating units are combus- 
tion and Diesel plants, making up 28.6 
per cent and 18.4 per cent of the total 
generating facilities. Diesel plants are, 
as a rule, limited to the vicinity of oil- 
producing areas or to districts where 
no other energy sources are available. 
Susloparov stresses the importance of 
building a large number of small steam- 
power units operating on local fuels. 
He adds, however, that this goal has 
not been met so far due to the insuffi- 


cient production of gas generators and 
boilers. 


to recent development has pro- 
duced a few new trends in the elec- 
trification of rural areas. In contrast 
to the prewar method, there is a re- 
markable tendency to supply suburban 
agricultural districts from municipal 
and industrial power plants. Table II 
shows that the installed capacity in sub- 
stations feeding rural consumers rose 
from 32 per cent in 1945 to 35 per cent 
in 1946 and reached a high of 41 per 
cent of the total rural generating capac- 
ity in 1947, 

There has also been another notable 
new development whereby attempts are 
made to coordinate a number of com- 
munities which are not too far apart 
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into regional power pools. As an ex- 
ample, Susloparov mentions the Kuz- 
minskaya hydroelectric plant on the 
Oka river with an installed capacity of 
1,000 kilowatts, supplying 46 rural 
communities. Through the expansion 
of rural generating facilities the appli- 
cation of electricity on the farm has 
been greatly increased. Table III shows 
the distribution of energy consumption 
according to the various productive 
processes in 1947. To supply these 
needs, 15,000 electric motors have been 
installed in rural communities in 1946 
and 1947, bringing their total number 
to 30,000 and the motor capacity to 
150,000 kilowatts. 

A production survey of the newly 
electrified rural communities has shown 
a great increase of efficiency which has 
strengthened the government’s decision 
to set new and greater goals, However, 
these plans encounter great difficulties 
due to the critical shortage of build- 
ing material and electric equipment. 
The Ministry of Electric Industry, 
which is responsible for the production 
of electric equipment, is able to supply 
only 20 per cent of the needed equip- 
Furthermore, there is also a 
great need for trained electricians and 
technicians. The new installations are 
often of very poor quality and conse- 
quently breakdowns occur frequently. 


e 


Selelectro, a government agency in 
charge, is criticized for this. 


| poe this material it follows that in 
spite of the progressive electrifica- 
tion of Russian agriculture, described 
in Susloparov’s report, the development 
is still in its initial stages. Although 
Susloparov mentions that rural areas in 
the Urals, located near big industrial 
centers, are already fully electrified, the 
fact cannot be overlooked that the bulk 
of the Russian farms still have no elec- 
tricity. However, there can be no doubt 
that the Soviet Government is resolved 
to pursue its plans with the greatest de- 
termination. The present Five-Year 
Plan calls for an increase of 1,000,000 
kilowatts only in small hydroelectric 
plants for which 7.2 billion rubles have 
been allotted. By 1950, one-third of all 
collective farms are to be supplied. 

The Soviet Government is doing 
everything in its power to change from 
its backward agricultural system to 
large modern grain-producing units. 
Government-owned and -operated fac- 
tories are turning out scores of power 
plants, which are installed and operated 
by government agencies to supply gov- 
ernment-owned farms. It remains to 
be seen whether the Soviet system will 
be able to “catch up and to overtake 
America.” 


TABLE III 
RurAL ENercy CONSUMPTION BY USE 


Cattle breeding 
Poultry breeding 
Cotton culture 


ERTS ee 


Grain processing 
Irrigation 

Home consumption 
Miscellaneous needs 
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1,000,000 
Kw. Hr. 
68.5 

5.6 1.0 
10.6 1. 

140.0 4. 

57.0 0. 


Per Cent of Total 


Consumption 
12. 


10.3 1 
203.9 35 
74.1 13 
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“Rate Boys” Ride the Trucks 


California needed a yardstick for regulating its vast 


motor carrier services—and engineers of the public 
utilities commission have done an outstanding job of 
cost finding. 


By JAMES H. COLLINS* 


FFICIALLY, they are cost engi- 
() neers and accountants, fact- 

finders whose job is delving 
into utility records for the California 
Public Utilities Commission which, 
upon their reports, determines fair 
rates for electricity, gas, streetcar fares, 
and freights. 

But around the two California state 
buildings that house the boards and the 
administrations, in San Francisco and 
Los Angeles, they are often referred to 
as the “rate boys.” 

“Maybe you'd better see the rate 
boys downstairs,” suggests Informa- 
tion to the visitor with a pucker in his 
brow. “That’s in their department.” 

Just lately these rate boys have 
turned in a report on motor trucking 
costs, a hundred and fifty pages of 
tables and interpretations, that is said 
to be the most complete study ever 
made in that field, and likely to set 
standards for motor truck rate regula- 
tion by other state commissions. 





* Business editor and author, Hollywood, 
California, 
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To the utility attorney or executive, 
motor truck regulation may seem aca- 
demic, not of much importance. 

He is invited to guess how much 
freight is hauled in California by 
trucks, compared with railroads—is it 
half as much of the intrastate busi- 
ness? Only a quarter? Could it be as 
much, ton for ton? 

Here are the 1947 figures in gross 
freight revenues: 

errr mere $ 76,000,000 


DME: 2. cccseseeeteae 3,250,000 
ere rr 2,500,000 
Express companies ............ 11,500,000 
eee 247,000,000 

$340,250,000 


The trucks haul nearly three-fourths 
of the freight, two and a half times as 
much as all other carriers together. 
There are more than 14,000 trucks op- 
erating under the commission’s per- 
mits, more than 20,000 permits—any 
trucker with ten contract customers re- 
quires a permit, even though he runs 
only one truck. 

A lot of freight, a lot of trucks— 
and a husky problem in rate regulation. 
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HEN the rate boys are directed to 
report on costs in power plants, 
or gas systems, or the intrastate traffic 
of rail carriers, they can usually go to 
the books of a few corporations, and 
take them off of standard accounts. 
The corporations themselves furnish a 
good deal of information as a matter 
of routine, or submit requested data. 

But the trucks! 

They are here, there, everywhere. 
There are motor carriers with single 
trucks, and others with fleets. They are 
in and out of business overnight. Their 
cost records are unstandardized, great- 
ly diversified, often incomplete, difficult 
to compare for rate-making purposes. 

Consider, for example, that large 
sector of the industry that follows the 
crops. California has more than 200 
commercial crops, in different areas 
and seasons — something being har- 
vested every month in the year. Now 
the trucks are hauling winter vegeta- 
bles, again dates or prunes, the field 
crops of northern counties, the sheep 
to mountain pasture, the honey bees to 
alfalfa fields or orange groves. 

A trucker will run into the Los An- 
geles produce district with a load of 
Kern county potatoes, belonging to a 
shipper who has hired him, or to him- 
self, carried as a venture. Getting rid 
of his potatoes, he looks around for a 
return cargo, maybe a mixed load of 
what is in season, or most likely to sell 
back home, He may load cauliflower 
and table grapes in the produce district, 
add oranges as he passes through the 
groves, and maybe make a triangular 
trip, carrying fruit to Imperial Valley, 
and loading there with cantaloupes. 


HE largest mixed truck town in the 
land, doing business all year 
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round, is Los Angeles. There are three 
special loading docks at which this kind 
of trucker has his purchases delivered, 
and at which they are examined for 
pests by county inspectors, and certified 
clean. The certificate takes him past 
other inspection points. 

That branch of the trucking busi- 
ness has an adventurous fringe—last 
summer one roving trucker hauled a 
load of watermelons to Alaska, was on 
the road three weeks, sold them for 
$5 apiece to eager buyers in Anchorage. 

California motor carriers go any- 
where for cargo, haul anything from 
parcels to tons, pick up and deliver— 
whatever the customers want. They 
cover not only the state, but the West 
on their side of the Rockies, They are 
constantly opening up new routes, bid- 
ding for new traffic, and maintain that 
their chief limitation on national busi- 
ness today is, not rates, but interstate 
regulations east of the Rockies, state 
licenses, details of load weights, over- 
all lengths, rules governing trailers, 
and so forth. The western states, 
more accustomed to long hauls and 
interstate traffic, have worked out of 
this maze of confusion into fairly uni- 
form rules. 

Regulating this activity may seem to 
be like setting rates for the winds and 
waters, but the law says that the com- 
mission has to do it. The safety and 
quality of service, as well as rates, are 
in its keeping for hire-carriers of every 
kind, rail, water, or highway, for pas- 
sengers as well as freight—and it is 
also concerned with rates and service 
of carloaders, warehousemen, wharf- 
ingers, and toll bridge companies. 


| frengencon rates must be established 
on cost data that give the public 
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economical service, and the carriers a 
reasonable profit. 

The necessary cost data are secured 
by the commission’s transportation de- 
partment, which was set at work, under 
Case No. 4808, in October, 1946, and 
continued up to the end of 1947, Its 
report has now been published by the 
California Public Utilities Commission 
as “Report on the Cost of Transporting 
Property by Motor Vehicle Equipment 
in the State of California—Case No. 
4808.” [See Re Pacific Freight Lines 
et al. 71 PUR NS 401.] 

As there was no central point at 
which trucking cost data were assem- 

led, and the engineers needed infor- 
mation covering small as well as large 
operators, and those in different kinds 
)f hauling, it was necessary to select 
a “sample.” 

Originally it was made up of 275 
arriers, in different areas, roughly a 
ratio of 1 to 500. This sample had to 
be corrected and reduced, because there 
vere noncomparable factors in the data 
Dbtained. In the end, the report was 
based on conclusions drawn from 111 
arriers. 

With their sample, the accountants 
vent over books, and the engineers in- 
erviewed trucking executives, as well 
bs rode trucks and observed freight 
handling on loading platforms and at 


1 Obtainable from the San Francisco or Los 
ngeles offices. 
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HE rate boys really went into 
things! 

They spent days on the loading plat- 
forms, timing the work, splitting it up 
into operations, and seeing that nothing 
was left out—as often happens when 
business concerns keep costs for them- 
selves. 

For money, they used $1.2345, 
which is not the kind spent in super- 
markets, and for time, their unit was 
“man-seconds,”’ which is not the kind 
of time spent with blondes. 

To get comparable data, they devised 
special forms to be taken into the field 
by different investigators, for different 
kinds of traffic, and all distances fig- 
ured on trucking routes were trans- 
lated into “constructive mileage.” 

A mile in many states is as the crow 
flies, except for curves in the road, but 
in mountainous California, running up 
into the high Sierras more than a mile, 
and down below sea level in the deserts, 
it is affected by curves, grades, and 
even altitudes—sudden change from 
mountain cold to desert heat is hard on 
tires, and affects their life, and truck- 
ing costs. 

What the speedometer says about a 
truck route, and what the running time 
and fuel bills say, are two different 
things in California. During this inves- 
tigation the commission’s engineers 
started a survey of highways to deter- 
mine the ratio between speedometer 
distances and constructive miles. 


ferent areas and seasons—something being harvested every 


q “CALIFORNIA has more than 200 commercial crops, in dif- 


month in the year. Now the trucks are hauling winter vege- 
tables, again dates or prunes, the field crops of northern 
counties, the sheep to mountain pasture, the honey bees to 
alfalfa fields or orange groves.” 


23 


JULY 7, 1949 





PUBLIC UTILITIES FORTNIGHTLY 


Trucking routes were amplified and 
added to for rate-making purposes, and 
all distances in the report are on this 
basis. 


I some cases, the constructive mile- 
age yardstick adds as much as 40 
per cent to the cost-finding distance. 
From Here to There is 100 miles on 
the speedometer, but for a trucker it 
might be figured as 140. Over Cali- 
fornia as a whole the ratio averages 
109.7 constructive miles to 100 actual 
road miles. 

City traffic was another variable 
taken into account. Running time piles 
up faster in congested areas than in the 
country; freight is handled at larger 
terminals ; there is generally more wait- 
ing time spent in line ; wages are higher. 

The cost-finding unit was the trip. 
There are various kinds, the straight- 
line haul of a large cargo with mini- 
mum handling, the pick-up and delivery 
trip, the “peddle” trip, and so on, each 
involving different kinds of carriers, 
and different costs. 

For each type of trip the movement 
of cargo was followed from loading 
to delivery, and every separable opera- 
tion was followed, clocked, and figured 
in its separate costs, from overhead 
management expense in taking the or- 
der to the final billing and collection. 

Trips were figured in distances of 
30, 75, 150, 350, and 500 miles. 

Cargo was divided into weight 
groups from less than 25 pounds, up 
through 50, 75, 100, 500, 1,000 and 
2,000 and more pounds, to 15 tons plus. 


© we 4-page form with a map of the 

state was much used, accountants 
and engineers obtaining from each car- 
rier the following information: 
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1. A map of his routes. 

2. The way he performed his serv- 
ices, as straight-line or pick-up and 
delivery. 

3. The location of terminals. 

4. Number and type of vehicles. 

5. Age of vehicles. 

6. Statistics of operation in miles 
and hours, yearly. 

7. Cost of insurance, licenses, etc. 

8. Fuel costs and performance, 

9. Tire costs and performance. 

10. Other data relating to operating 
costs. 

What kinds of trucks, tractors, and 
trailers a carrier uses, their ages, first 
cost, capacities, maintenance costs, and 
the like, are highly important in figur- 
ing costs. Standard vehicles for three 
kinds of hauling were selected for com- 
parison purposes. (See appended 
table. ) 

Motor truck operators, for hire and 
in private business, were keenly inter 
ested in this report as soon as figures 
were published because it analyzed 
costs with a refinement not commo 
in their own records. 


| oe example, platform handling 
costs were found to be consider 
ably higher than carriers thought, and 
confirmed a suspicion—that short-haul 
trucking rates had been too low com 
pared with long-haul. 

Such obscure factors had been dis 
torted by war and postwar increase 
in wages, fuel, equipment—about thi 
only item that had not been twisted ou 
of line was tire prices, which are toda 
approximately the same as prewar, 

Platform costs were ascertained b 
studies on 18 terminals in San Fra 
cisco and Los Angeles, where enginee 
spent several days at intervals, throug 
several months, observing the work 
Costs included a lot of idle time, wait 
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Types of Motor Equipment Selected 
For Three Kinds of Hauling 
Equipment in actual service was analyzed by engineers, making more than 30 


comparisons of age, first cost, capacity, etc. These types were adopted 
as best adapted to the different kinds of service. 


1. Short Peddle Trips. One type: gas- 
powered, 2-axle truck, with six 9.00-20 
tires; empty weight 8,000 to 9,000 Ibs. ; 
capacity approximately 15,000 Ibs. 

2. Pick-up and Delivery Trips. Two 
types. 

(a) For local less-than-truck-load op- 
erations : gas-powered, 2-axle truck, with 
six 7.50-20 tires; empty 7,000 to 8,000 
Ibs. ; capacity about 10,000 Ibs. 

(b) Gas-powered tractor, pulling semi- 
trailers between terminals, 2-axle, six 
9.00-20 tires ; empty 7,000 to 8,000 Ibs. 

3. Line Haul Trips. Three types, 

(a) Diesel-powered 3-axle tractor, 
with 2-axle semitrailers ; tractor has ten 
10.22-22 tires; weight 15,000 to 17,000 


lbs.; one rear axle driving, other load 


carrying ; semitrailer has eight 10.00-20 
tires; empty from 11,000 to 14,000 Ibs. ; 
capacity approximately 39,500 Ibs. Popu- 
lar with carriers for heavy loads with few 
stops, also full truck loads. 

(b) Diesel-powered 2-axle tractor, 
with two single-axle semitrailers, and 
converter gear for rear semi, Tractor has 
six 10,00-22 tires; empty 14,000 Ibs. ; 
semitrailers have single axles; four 
10.00-22 tires each ; empty each 7,000 to 
8,000 Ibs.; capacity entire unit around 
43,000 Ibs. 

(c) Diesel-powered 3-axle truck, with 
3-axle full trailer, one rear axle for drive, 
others load carrying ; truck has ten 10.00- 
22 tires, trailer twelve ; truck empty about 
19,000 Ibs. ; trailer 12,000 to 13,000 Ibs. 





ing for cargo to come in and be re- 
dispatched, and nonhandling work— 
even the sweeping time was recorded. 
It is believed that railroads have ex- 
perienced similar increases in handling 
costs. 

The “peddle” trip was another unit 
in which costs had got hidden. This is 
a trip averaging 50 or 60 miles, gen- 
erally through a city or suburban or 
industrial area, picking up and deliver- 
ing parcels that weigh from a few 


pounds up to a ton; door-to-door serv- 
ice for shippers, and truck-load gather- 
ing for long hauls. Engineers rode 
these trucks, recorded the weights han- 
dled per driver per hour, the time spent 
in picking up, delivering, waiting in 
line, and doing paper work. 


| pocencage costs turned out to be the 
traps for profits that they usually 
are. These were office salaries and ex- 
penses, taxes, fees, licenses, insurance 
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—all up-and-up like direct costs, In fig- 
uring the cost of moving a ton of 
freight, carriers too often overlook 
these items. 

The rate boys uncovered everything, 
and distributed every penny to direct 
costs; and figuring out ratios between 
direct and indirect costs discloses some 
rat holes. 

It was found that indirect costs ran 
in a startling range, from a low of 5.94 
per cent in their ratio to direct costs, 
up to a high of 42.57 per cent. This 
range was governed by the character of 
the traffic, and also, undoubtedly, by 
the different ways in which carriers 
kept books. 

That is a lot of money to sweep un- 
der the rug. 

It always turns up eventually, in 
profit and loss. 

Since the war, California motor car- 
riers have like everybody else been sub- 
jected to increases in wages, and the 
cost of equipment, and the price of 
everything needed to operate their busi- 
ness. They have generally had the 
“third round” in wages, and added to 
the increased cost of trucks, tractors, 
and trailers, they have been handi- 
capped by equipment shortages. Forced 
to continue working with equipment 
that would normally have been 
scrapped, they have had higher mainte- 
nance costs, and the character of their 
service has suffered. 

Also, during the war, with increased 
traffic and the suspension of some regu- 
lations to keep the war goods moving, 
they had their rates revised downward. 


ae the past two years, the Cali- 
fornia Public Utilities Commis- 
sion received many applications for 
rate increases from motor carriers who 
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presented statistics of their cost in- 
creases. Higher wages and prices were 
cited, in evidence, and speedy action 
was asked because the carriers were 
losing money. 

The commission had to make in- 
dividual cost studies in acting on each 
of these cases, Its latest general cost 
investigation had been made before the 
war and was obsolete, bearing little 
relation to postwar conditions. 

A new yardstick was needed, basic 
figures for the whole industry, by 
which the individual carrier’s honestly 
presented figures of costs could be 
measured against averages for the 
state. If the carrier’s costs were out of 
line, the yardstick would show it, and 
probably indicate where to look for the 
leaks and wastes. 

Currently, the report makes it possi- 
ble to regulate a quarter-billion-dollar 
yearly traffic, affecting every California 
industry, and every Californian, in the 
light of postwar realities. 

If, when, and as wages and prices 
go down to lower levels, it will facili- 
tate adjustments in minimum rates. 

A comparable study of steam rail- 
road freight costs is now under way 
which, it is expected, will not only dis- 
close similar discrepancies, but will 
make possible some interesting com- 
parisons between rail and highway 
rates. 

The investigations for this motor 
carrier report were made by C. H. 
Jacobson and Grant L. Malquist, senior 
transportation engineers of the Cali- 
fornia Public Utilities Commission, 
assisted by T. A. Hopkins, supervising 
transportation engineer, and various 
other engineers of the transportation 
department. They reported to Warren 
K. Brown, director of transportation. 





The Missouri Assistance Plan 
For Co-op Coordination 


Its purpose is to make possible for any of its members 

to receive swift and efficient aid when stormy damage 

is too great for its own personnel and equipment to 
handle. 


By BERNARD J. OTTEN* 


ITHIN the past decade rural 
electric cooperatives have ac- 
quired an important position in 
bur national economy. During this 
omparatively short period they have 
rown into “big business,” as is illus- 
rated by the fact that in Missouri 
hlone their value is in excess of a hun- 
red million dollars. By the end of this 
scal year the total value of all REA 
0-ops is expected to exceed that of Bell 
lelephone which is one of the nation’s 
rgest corporations. 
As in the case of all industry, one 
f the most important problems of 
1ese co-ops is the maintenance and 
ontinuous operation of their systems. 
Since modern farming has come to 
ely to a large extent on electricity, any 
terruption in electrical service can 
nd does result in serious losses. But 


*For personal note, see “Pages with the 
ditors.” 


despite conscientious efforts of co-op 
personnel the constant maintenance of 
service is not always possible, particu- 
larly when such natural phenomena as 
storms, floods, tornadoes, etc., decide to 
enter into the picture. 

In a determined effort to minimize 
these dangers the Missouri State As- 
sociation of Rural Electric Codpera- 
tives last December adopted what is 
known as the Missouri Assistance 
Plan. Its purpose is to establish a well- 
codrdinated system making it possible 
for any co-op in the state to receive 
swift and efficient aid from other mem- 
bers of the association when storm 
damage is too great for its own per- 
sonnel and equipment. 


© Bers Missouri Assistance Plan, 
suggested by R. J. Martin, man- 
ager of the Boone Electric Codp- 
erative, now has a membership of 
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forty-two co-ops. This membership is 
on a purely voluntary basis without 
contracts, initiation fees, or monthly 
dues. 

In effect this plan is merely an ex- 
tension of the basic system of the in- 
dividual co-ops which requires that all 
members cooperate for their mutual 
benefit. Each member co-op takes the 
place of an individual member in a 
single co-op, and the state organization 
takes over the functions of a master 
co-op when emergency conditions 
arise. 

The advantages of this plan should 
be a strong factor in favor of its adop- 
tion in other states. It has been esti- 
mated that through this plan as many 
as forty construction and repair units 
can be moved into any co-op area with- 
in the state in from six to eight hours. 
Under emergency conditions such 
swift mobilization and concentration 
of equipment is of inestimable value. 

How is this plan set up, and how 
does it work? First of all, in order to 
operate with success, the plan must in- 
clude all or nearly all of the co-ops 
within a given area. Since its advan- 
tages are so evident this extent of 
cooperation is apparent, 


| gesemceigg in the Missouri As- 
sistance Plan requires that the 
board of directors of each co-op must 
pass a resolution agreeing to its mem- 
bership and authorizing its manager to 
send men and equipment out of its own 
territory. This is done primarily to 
ensure continued insurance coverage 
for the men when they are working on 
projects not directly connected with 
their own organization. A secondary 
reason for this resolution is that it re- 
lieves the manager of the necessity of 
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accepting full responsibility for what- 
ever aid he may send. The responsibil- 
ity is thus shared by the board of 
directors. 

According to this plan each member 
co-op is identified by the number given 
to it by the Federal government when 
it first applied for membership in the 
national REA. The Boone Electric 
Coéperative, for example, is number 
19. The co-op at Sikeston, Missouri, is 
number 31, and so on. Four of these 
co-ops have been selected as assistance 
headquarters. Their selection was 
based primarily on the geographic lo- 
cation in respect to the location of the 
other co-ops. The extent and versatil- 
ity of their communications system, 
however, and their location in respect 
to the road system were also important 
factors in their selection. With these 
factors in mind and in order to ensure 
the swiftest possible aid in cases of 
emergency, the assistance headquarters 
were so located that no co-op head- 
quarters is more than a 100 miles from 
an assistance headquarters. 


I* case any co-op suffers severe dam- 
age from storms, tornadoes, etc., 
and is in need of aid, it must, of course, 
get in touch with the nearest assistance 


headquarters by whatever means 
available. The matter of locating and 
sending aid is up to the assistance 
headquarters. This one message starts 
the plan into immediate motion. 

Each assistance headquarters as well 
as each member co-op has an ordinary 
road map on which the location of each 
member with its identifying number is 
conspicuously marked. The road map 
serves not only to locate the co-ops, bu 
also to show the quickest and mosj 
direct route to each one, 
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nr. HE advantages of this [Missouri Assistance] plan should be 
a strong factor in favor of tts adoption in other states. It has 
been estimated that through this plan as many as forty construction 
and repair units can be moved into any co-op area within the state in 
from six to eight hours. Under emergency conditions such swift 
mobilization and concentration of equipment is of inestimable value.” 





As soon as the call for aid is re- 
eived, say from number 19 at Colum- 
ia, the assistance headquarters will 
draw a circle on the map 50 miles in 
radius and with Columbia as the center. 
Since the assistance headquarters will 
have received similar messages from 
other distressed co-ops in the area it 
will know the general extent of the 
damage and which co-ops can be called 
upon for assistance. The co-ops with- 
in this circle that are known to have 
uffered little if any damage are then 
notified of the situation and will dis- 
atch the needed men and equipment. 

If, however, there are no co-ops 
vithin this circle that are able to send 
hid, then another circle 100 miles in 
radius is drawn and the process of 
notification is repeated. In this way 
he nearest and most available aid is 
ent to the distressed area. 


N determining which co-ops are to 
send this aid and how much equip- 


ment is available, the assistance head- 
quarters is aided by having complete 
information as to what equipment is 
available in each co-op as well as know- 
ing its exact location. This informa- 
tion is provided by the member co-ops 
which prepare complete lists of equip- 
ment available for such use. 

Co-ops called upon to send assistance 
are expected to send fully equipped 
trucks as well as food, cots, and 
blankets. 

Just how effective is this plan when 
put into operation? Let us consider 
the case history of its first test: 

From January 9th to January 11th 
a wide strip across central Missouri 
from the Kansas border to the Mis- 
sissippi river experienced its most se- 
vere ice storm since 1937. During this 
period transportation was at a stand- 
still, telephone service was out, and 
electrical service was in the same 
condition. 

On January 11th not a single mem- 
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ber of the Boone Electric Codperative, 
covering about 610 square miles, was 
receiving service. Of its 679 miles of 
main lines none was in operation. 


ve the assistance headquarters 
nearest to Columbia, where the 
Boone Co-op has its offices, is only 
about 45 miles distant, it also suffered 
from the ice storm and therefore was 
unable to function as an emergency 
center. Realizing this, the Columbia 
co-op got in touch with the next near- 
est assistance headquarters at Chilli- 
cothe, Missouri, a distance of about 90 
miles. 

In communicating with this center, 
Columbia used the local police radio, 
the state patrol, and an amateur radio 
operator. Its messages included all 
necessary details concerning damage, 
equipment needed, etc. 

Upon receiving this message the as- 
sistance headquarters at Chillicothe 
sent two fully equipped trucks and six 
linemen from the Farmers Electric Co- 
Operative in that city to the immediate 
aid of Columbia. 

Chillicothe, which is in the northern 
section of the state and north of Co- 
lumbia, then contacted the Black River 
Electric Codperative at Ironton, Mis- 
souri, and the Scott-New Madrid- 
Mississippi Codperative at Sikeston, 
Missouri, both of which are in the 
southeastern portion of the state. This 
was accomplished by means of lines 
that skirted the eastern edge of the 
storm area and remained undamaged. 


, I ‘HE co-op at Ironton, about 135 


miles from Columbia, sent two 


trucks and six linemen, and the co-o 
at Sikeston, about 250 miles fro 
Columbia, sent two fully equipped 
trucks with radios and seven linemen 
In this way Columbia, near the cente 
of the storm area, received aid fro 


co-ops both north and south of this 


area. 
The dispatching of men and equip 


ment from such distant places was 


made necessary by the fact that al 
near-by co-ops were nearly as badly hi 
as was Columbia itself. 
these co-ops were in no position te 
render aid. 

With six trucks and nineteen ex 
perienced men sent by other co-ops and 
despite extremely difficult weather con 
ditions, repair work at Columbiz 
progressed rapidly. By January 17t 
all main lines were back in service, and 
during this period a total of at least 80 
miles of new lines were built. Accord 
ing to the co-op’s manager, Mr. Mar 
tin, the normal repair time was mor¢ 
than cut in half. 

This was the first test of the Mis 
souri Assistance Plan. As such it hag 
shown to the satisfaction of all mem 
ber co-ops that it is well worth continu 
ing. Its smooth functioning and swif 
reaction to a situation that heretofor¢ 
left storm-damaged co-ops swampe( 
with more work than they could pos 
sibly handle has shown that a well co 
Ordinated plan of mutual assistance i 
well worth the work and planning tha 
must go into its preparation. 

Thus it has been shown that co-op 
can cooperate effectively and with goo‘ 
results. It is a plan that should fin 
many followers in other states. 
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Washington and the 
Utilities 


Equity Capital Worries Congress 


ENATOR O’Mahoney (Democrat, Wyo- 
S ming) created a little stir among the 
Washington observers by his recent an- 
nouncement, as chairman of a Joint Com- 
mittee on the Economic Report, that an 
exhaustive study of investment would be 
made. Such an investigation might well 
throw some light on the utilities’ prob- 
lem of equity financing. 

But while right-wing commentators 
were expressing some satisfaction over 
the fact that Senator O’Mahoney has, at 
long last, given some thought to the busi- 
nessman’s problem of raising new money, 
skeptics saw in the forthcoming investi- 
gation the possibility of a cleverly de- 
signed stage on which to parade left- 
wing ideas for avoiding a depression. 

The hearings will be held under a reso- 
lution (S Con Res 26), following a con- 
ference with government officials, “Busi- 
ness, financial, and government leaders,” 
said O’ Mahoney, “have all been frankly 
puzzled by the fact that stock market 
prices of national securities seem to re- 
flect neither the profit status of business 
corporations nor the asset value of cor- 
porate stocks. They are equally puzzled 
by the problem of equity capital.” 

O’Mahoney reflects the disquiet felt in 
administration circles over the fact that 
while savings are running at record high 
levels, investment lags, and competitive 
biddings for security issues are being re- 
placed by private sale to institutional in- 
vestors. He said that “conditions thus cre- 
ated seem to lend impetus to government 
investment.” The study was discussed 
last month at an executive session of the 
Joint Committee with representatives of 
various government departments, bu- 
reaus, and agencies. 


g Seton 
mau 
.- = — e 
HE July 8th conference of govern- 
ment officials includes Leon Keyser- 
ling, vice chairman of the (President’s) 
Council of Economic Advisers; repre- 
sentatives of the Department of Com- 
merce and Federal Reserve Board ; Com- 
missioners McEntire and McDonald of 
the Securities and Exchange Commis- 
sion; the assistant directors of the Bu- 
reaus of the Budget and the Census; 
Treasury Department representatives 
and members of the congressional Joint 
Committee. 

In the investment field, the survey and 
hearing expect to examine: (1) the over- 
all economic aspects of investment, in- 
cluding future investment requirements 
and opportunities; (2) statistical back- 
ground on the sources and use of invest- 
ment funds; (3) conditions and incen- 
tives attracting investment; (4) security 
markets, role of the institutional investor, 
roles of the private investor and the in- 
vestment banker, and questions of the 
availability of equity capital. After this 
the committee plans to go on to studies 
of unemployment. 


5 
The Economic Expansion Bill 


UT it can be seen that Senator O’Ma- 

honey’s Joint Committee “study” 
could dovetail nicely with a movement 
headed by Senator Murray (Democrat, 
Montana), which is said to reflect the 
latest “antidepression” strategy of Presi- 
dent Truman’s Council of Economic 
Advisers. 

Senator Murray would prevent any 
further progress towards a depression by 
simply pushing the Federal government 
more and more into the réle of lender, 
controller, and, eventually, in some in- 
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stances, a competitor of business enter- 
prise. Utility industries would eome un- 
der the impact of more Federal public 
works activity and such allied ventures 
as Rural Electrification Administration 
programs in the rural power and tele- 
phone fields. 

This would lead to Federal interfer- 
ence with the production capacity of 14 
key industries. Provisions of Senator 
Murray’s “Economic Expansion Act” 
would, if it were to become law, permit 
the President to require or “encourage” 
plant expansion in industries where ad- 
ministration planners believe that in- 
creased productive capacity must neces- 
sarily lead to a higher standard of living. 
The sponsors anticipated that expansion 
will be “required” in heavy and light 
metals, synthetic liquid fuels, and the 
electric power industries, among 14 in- 
dustries named in the Senate draft. 

It was not disclosed, by Senator Mur- 
ray or others, whether such a policy is 
designed to dovetail with the Federal con- 
struction of power projects as presently 
pursued. According to the wording of 
the bill, all plant capacity constructed un- 
der the new government program would 
be operated by private concerns, and not 
by Federal agencies. But, regardless of 
who would operate the plants, the bill 
appears to call for a shifting of certain 
managerial prerogatives to the govern- 
ment. Assistant Secretary of Interior 
Davidson, certain CIO planners, and 
Leon Keyserling, generally are given 
credit for the Murray Bill. 


— measure calls for a 10-year 
advance planning and stockpiling 
of such plans for local, state, and Fed- 
eral public works. This provision stirred 
memories of the old Public Works Ad- 
ministration. True, Murray’s program 
embraces only the preliminary or plan- 
ning stage. Even its sponsors agree that 
it would not be needed or invoked if the 
current “recession” should subside. But 
if it gets worse, they say, the project plans 
could be trotted out and authorized by 
Congress to break the backbone of any 
growing threat of depression. 

A new office, the “Office of Regional 
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Economic Development,” would be cre- 
ated within the Department of the In- 
terior; which would develop codrdi- 
nated programs to encourage expansion 
in “economically underdeveloped or de- 
clining geographic areas.” 


¥ 


Senate Acts on FPC Nominations 


LTHOUGH the Senate quickly con- 
firmed Commissioner Buchanan’s 
nomination to membership on the Fed- 
eral Power Commission after it was re- 
ported out (9 to 1) by the Senate Inter- 
state Commerce Committee, it seemed 
likely that some delay would be encoun- 
tered in the case of President Truman’s 
renomination of Commissioner Olds for 
another full term. 

Buchanan will now fill a vacancy, by 
official sanction, which expires June 22, 
1952. Senator Reed (Republican, Kan- 
sas) was the sole dissenter in the Senate 
Interstate Commerce Committee. This 
would consolidate the Olds-Draper-Bu- 
chanan majority control of commission 
policy, which has been at loggerheads 
with the minority of Chairman Smith 
and Commissioner Wimberly for over 
two years, The reinforced FPC ma- 
jority’s views will be felt most keenly in 
the field of natural gas regulation. 

It is for this reason that a new attempt 
is being made among Senators from gas- 
producing states to block the renomina- 
tion of Olds, whose term expired late in 
June. Senator Martin (Republican, 
Pennsylvania ) , sole opponent on the Sen- 
ate floor to the confirmation of Bu- 
chanan, reviewed the latter’s consistently 
antiutility record. ““Mr. Buchanan,” Mar- 
tin said, “held to the theory that under no 
circumstances could a utility company 
be right. Mr. Buchanan’s record discloses 
that he held them to be wrong 100 per 
cent of the time.” 

A private poll of the Senate committee 
in mid-June showed that five Republicans 
and two Democrats were in opposition to 
confirming Commissioner Olds. The op- 
position was rumored to have been or- 
ganized by a Democratic Senator from a 
gas-producing state in the Southwest, 





WASHINGTON AND THE UTILITIES 


Radiotelephone Network 
Bz Federal and state commissioners 

are scratching their heads over new 
regulatory questions raised by the re- 
cent announcement that a nation-wide 


organization is preparing to give the 


telephone industry competition in the 
mobile radiotelephone field. In mid-June 
the National Mobile Radio System 
claimed that a network will be in oper- 
ation between Boston and Washington 
“by August,” offering communication 
service to subscribers on any point along 
the main route between those cities. Such 
service, if widely established, would 
clash with aims of the telephone industry 
to provide automobile telephone service 
to the general public, with connections 
to the established telephone system of 
the nation. 

Because of the fact that the new serv- 
ice would be a “common carrier,” two 
regulatory issues are likely to arise: (1) 
Would the FCC and the state commis- 
sions have jurisdiction to issue certifi- 
cates before the commencement of such 
commercial operations in interstate and 
intrastate commerce, respectively? (2) 
If so, would the commissions follow the 
established regulatory principle of avoid- 
ing competition, and the wasteful dupli- 
cation of facilities, by refusing to grant 
such certificates ? 

Still a third question may arise if 
the new service attempts to use existing 
telephone toll circuits to relay calls be- 
tween cities in connection with broad- 
cast messages to automobile telephones. 
In that event, Bell and independent tele- 
phone companies may resist the rendi- 
tion of service to a service area competi- 
tor. 

The Bell system already has a pend- 
ing dispute of this nature with the Philco 
Corporation over the relaying of tele- 
vision programs via telephone toll cir- 
cuits. 

* 


Panhandle’s Puzzling Victory 


ATURAL gas men, as well as Federal 
Power Commission staff, are 
wondering just how far the United 


States Supreme Court really intended to 
go in its recent 5-to-3 decision upholding 
the Panhandle Eastern Pipe Line Com- 
pany’s interpretation of the Natural Gas 
Act as compared with the contention of 
the FPC. Viewed in one direction, the 
majority opinion by Justice Reed would 
seem to rule that the FPC has no juris- 
diction over production phases whatever, 
which is certainly a different implication 
from the court’s unanimous decision in 
the Interstate Natural Gas Case, (1946) 
65 PUR NS 1. 

With the exception of the Connecticut 
Light & Power Case, (1945) 58 PUR 
NS 1, this is the first time the FPC has 
lost a major case in the highest court for 
more than a decade. 


HE majority opinion, by Justice 

Reed, ruled that the FPC has no 
jurisdiction under the Natural Gas Act 
over the traisfer of undeveloped gas 
leases by a pipe-line company otherwise 
subject to the statute. 

The commission in this case was 
attempting to prevent Panhandle Eastern 
from divorcing itself from control of a 
subsidiary production company—Hugo- 
ton Production Company. Specifically, 
Panhandle Eastern was attempting to 
distribute 810,000 capital shares in the 
Hugoton Company to its own stockhold- 
ers—thereby getting the production com- 
pany out from under the jurisdictional 
control of the FPC. The FPC, in turn, 
sued for an injunction to prevent distri- 
bution of its shares. 

It was the contention of the FPC that 
it has authority under the act to insist 
on the adequacy of reserves of compa- 
nies under its jurisdiction, such as Pan- 
handle Eastern. For this reason, it main- 
tained that Panhandle Eastern’s divest- 
ment of control of the undeveloped gas 
leases was subject to FPC approval, even 
though the Natural Gas Act admittedly 
gives the FPC no jurisdiction over pro- 
duction as such, nor over security issues. 

Justice Black, with whom Justices 
Douglas and Rutledge concurred, called 
the majority opinion a sterilizing inter- 
pretation, which would go far toward 
scuttling the Natural Gas Act. 
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Exchange Calls 


Committee Hears Hill Bill 
Advocates 


OME interesting facts were brought to 
light recently in the surprise hearing 
on the rural telephone bills in the Senate 
Agriculture Committee. Senator Thomas 
(Democrat, Oklahoma) served notice, 
however, that his committee would move 
slowly on this “controversial legislation,” 
and warned that final action might not 
take place “in this Congress.” Senator 
Hill (Democrat, Alabama), author of the 
bill in the Senate, tried to calm the fear 
in the minds of existing company man- 
agement that, if the legislation were en- 
acted, the Federal government or Rural 
Electrification Administration co-ops 
would supplant them. “There is nothing 
in the bill which would permit the Fed- 
eral government of REA codperatives 
to take over or supplant telephone com- 
panies now giving adequate rural serv- 
ice.” He observed that “independent com- 
panies will continue to have full protec- 
tion of their state utility commissions and 
regulatory bodies.” 

This attempted assurance was some- 
what soured, however, by the line of 
questioning taken by Senator Anderson 
(Democrat, New Mexico), a supporter of 
the bill. Anderson wondered why the 
REA should bother to refinance small in- 
dependent companies at all. Anderson 
declared himself in favor of confining 
the benefits of REA loans to co-ops, He 
even asked Senator Hill how independ- 
ents in sound financial condition, or Bell 
system companies, could be prevented 
from “taking advantage” of the bill by 
refinancing with 35-year loans at 2 per 
cent. 

Senator Gillette (Democrat, Iowa) 
answered Anderson, but at the same 
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And Gossip 


time put his finger on the “joker” in the 
bill (S 1254). This provision says that 
there shall be a determination by the REA 
Administrator of the need of such loans. 
In other words, the REA Administrator 
would have the discretionary power to 
freeze out all private companies from ob- 
taining loans under Hill’s bill. 

REA Administrator Wickard, who 
had painted such a drab picture before 
the House committee of the telephone 
service on his Indiana farm, admitted to 
the Senate committee that he was a mem- 
ber of a mutual company. 

Senator Thye (Republican, Minne- 
sota) said he once had been manager of 
a mutual telephone company giving poor. 
service. It was sold to a private company 
and service improved at rates “not much 
greater.” Thye told Wickard he was sur- 
prised he had not done something about 
the line, stating: 


You are in a mutual and it is your 
own fault that you are no better off in 
the service rendered than you are, and 
the only reason you have not better 
service is that you did not want to sub- 
scribe, or you did not want to charge 
one another sufficiently to make possi- 
ble a reconstruction of the line. 


a 
FCC Alters Rules 


HE Federal Communications Com- 

mission recently adopted new rules 
permitting the private sale of radio sta- 
tions without public advertising or com- 
petitive bidding. The commission 
dropped the regulation it has had since 
1945 requiring proposed transfers of all 
types of broadcasting facilities to be pub- 
licly advertised locally for sixty days. 





EXCHANGE CALLS AND GOSSIP 


The purpose of the notice was to per- 
it any other person or company desir- 


ig to acquire the facility to file a com- 
ting bid on the same terms and condi- 
bns as the original offer, The commis- 
bn then made the decision as to who 
ould get the station. This procedure 
equently led to long hearings. 
Under the new rule, an application for 
bnsfer of a radio station property will 
filed with the FCC, so that it may 
amine legal and financial qualifications 
the buyer. 
The eight-year-old barrier against 
io broadcasting stations expressing 
eir personal views on public questions 
er the air also was relaxed by the com- 
ssion. Henceforth, these individual 
inions may be expressed, but only as 
rt of “a reasonably balanced presenta- 
n” of all the attitudes on a particular 
ue. Relaxation of the 1941 rule came 
a policy statement by four members 
the 7-member commission. 
Commissioner Frieda Hennock, the 
ly woman member, dissented. She held 
ht the command against radio editorial- 
ng should continue “in the absence of 
1e method of policing and enforcing 
p requirement that the public trust 
pnted a licensee be exercised in an im- 
rtial manner.” 
Nayne Coy, chairman, and Commis- 
ner Paul A. Walker, absent from the 
ntry, did not participate. 


* 
TO Sets up One Phone Union 


HE CIO last month formed one big 

union of telephone workers and 
sident Philip Murray pledged a full 
t to gain recognition from the Ameri- 
b Telephone and Telegraph Company. 
he Communications Workers of 
erica, representing 230,000 telephone 
ployees, approved in a convention in 
icago full membership with the CIO 
i absorbed an estimated 90,000 other 
U members in the telephone field. They 
e members of the Telephone Workers 
panizing Committee. Spokesmen for 
big union said 600,000 workers in the 
ustry were eligible for membership. 


Philip Murray, president of the CIO, 
addressed the convention, keynoting the 
move to unify all telephone workers. 
When the CWA affiliated with the CIO 
last May, the AT&T withdrew its recog- 
nition of the union. Murray charged 
AT&T with using “medieval practices” 
in seeking to destroy unionism. The com- 
pany, he.said, has filed decertification 
petitions with the National Labor Rela- 
tions Board on the grounds that the Com- 
munications Workers of America has 
changed affiliation. 

The United Steelworkers of America, 
CIO, has appropriated $100,000 to be 
used in helping to organize all telephone 
workers in the United States into “one 
great international union.” 


* 


Decision Reverses Convictions 


HE Maryland Court of Appeals at 
Baltimore recently struck out the 
key sections of the Baltimore court rules 
restricting dissemination of crime news 
and reversed the contempt of court con- 
victions of three Baltimore radio stations. 
The court of appeals held that the 
rules, drawn up ten years ago by the 
supreme bench of Baltjmore, contravened 
the United States Supreme Court’s in- 
terpretations of constitutional guaranties 
of freedom of the press. Some of the 
prohibitions enforced by the rules were 
described by the court as “illogical, if not 
fatally discriminatory.” 

By a 5-to-1 decision, the state’s highest 
tribunal voided fines that had been im- 
posed in the criminal court of Baltimore 
city on radio stations WFBR, WCBM, 
and WITH, and WITH’s former news 
editor, James P. Connolly. 


* 


Western Union Plans Changes 
“oe Western Union Telegraph Com- 


pany announced recently that it had 
embarked on an internal reorganization 
drive, involving top personnel, in an effort 
to facilitate its $70,000,000 mechanization 
program, Walter P. Marshall, president, 
said the modernization program was 
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nearing completion and that the changes 
within the operational sphere were aimed 
at the “fullest attainment of financial and 
public service benefits” inherent in the 
company’s program. 

He said they would insure an expanded 
and intensified sales and advertising pro- 
gram, and at the same time would gear 
operating functions to Western Union’s 
new streamlined communications system 
through the consolidation of its commer- 
cial and traffic departments. 


* 
Telephone Rate News 


BBs ps rate increases, amount- 
ing to 8 per cent on local calls and 
10 per cent on intrastate calls, became 
effective last month for virtually all of 
New York state’s 4,611,147 telephones— 
2,837,073 of them in New York city’s five 
boroughs. 

The rate rise was granted by the New 
York Public Service Commission on 
June 8th on an interim basis until De- 
cember 31st, when it is expected that the 
petition by the New York Telephone 
Company for a 15 per cent permanent 
increase will have been acted on. 

Calls to points outside of the state are 
not affected nor dre calls made locally 
from coin box telephones. 

Thomas Dodd Healy, attorney for the 
Illinois Bell Telephone Company, told 
Judge Frank M. Padden in superior court 
recently, that the company must have rate 
increases to produce $34,100,000 annual- 
ly if it is to earn a fair return on its 
investment, Healy’s remarks were made 
at the opening of a hearing on the com- 
pany’s petition for an injunction which 
would restrain the state commerce com- 
mission from interfering with the com- 
pany in putting rates into effect which 
would produce the $34,100,000. The com- 
mission recently granted temporary rate 
increases of $7,600,000 to the company. 

With the $7,600,000 in increases, 
Healy said, the company would earn only 
1.71 per cent on invested capital. The 
company would earn 54 per cent, he 
said, if the increases sought are granted. 

The Georgia Public Service Commis- 
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sion recently granted the Southern Bel 
Telephone & Telegraph Company rat 
increases totaling $2,322,724 annuall 
It was the fourth rate hike granted t 

company in the past two years, bringin 
to more than $8,000,000 the total in 
creases received by the company in 19 

and 1949, 


HE Louisiana Public Service Co 

mission has refused to reconsid¢ 
recent telephone rate increases, b 
ordered Southern Bell Telephone 
Telegraph Company to report month 
on its operations in the state. 

The Baton Rouge city-parish cound 
last month asked that the commissid 
defer application of new rates for nine 
days and conduct a new hearing. TI 
commission earlier had granted Southe: 
Bell an 11 per cent increase in Louisiaq 


a 


rates, amounting to a gain of $3,594,0@# all 


in the firm’s revenues. The increase w 
about $1,825,000 less than the compa 
had asked. 

“Telephone service has been availab 


at bargain prices,” Dr. Herbert B, Dorag} 


professor of economics at New Yoj 


University, told the Maryland Publ 


Service Commission last month. Testif 
ing in the Chesapeake & Potomac Te 
phone Company Case for increased ratg 
he said the average “real cost of telepho 
service in Maryland in 1948 was abo 
29 per cent below the 1939 levels.” 

Dr. Dorau said “not less than 6.5 p 
cent” would be a fair rate of return 
the Maryland company if reproducti 
costs or some other measure of the r 
base expressed in current dollar value 
given predominant weight. 

In subsequent testimony before { 
Virginia Corporation Commission, 


said the realignment of supply and @ 


mand has brought about a slight decli 


in prices but he was emphatic in his bel 


that deflationary forces currently do 4 
dominate the market. He defined “f 
rate of return” as the “amount in doll 
remaining after all expenses, includi 
adequate provision for depreciation < 
taxes, which the utility enterprises shot 
be allowed to earn, assuming good 
prudent management.” 





inancial News 
and Comment 


By OWEN ELY 


Earnings Dilemma of the also has 50 direct subsidiaries in the wa- 
“Stable” Water Companies ter business in addition to its interest 
: in American. Northeastern’s common, 
HE water business always has been however, is all held by its president and 
regarded as one of the most stable his wife. Finally, there are probably an- 
f all types of enterprise, because it fur- other 30 or so companies, mostly very 
shes such a necessary product, witha much smaller, which are closely held with 
inimum of industrial business. How- investment interest negligible. The entire 
er, during the period of rising costs group has an aggregate capitalization in 
aracteristic of the 1946-48 period and the order of $500,000,000, of which about 
) some extent ever since 1939, the very one-third is represented by American 
ability of revenues has proved to be a Water Works Company, Inc. 
pndicap. Increased revenues are pri- : 
i@arily the product of extensions to new ARNINGS on this capital invested in 
M@istomers rather than increased use by the water business in 1948 were at 
isting customers. Under these circum- a level which probably would make it 
nces, the necessary construction of fa- difficult to attract investors’ funds. The 
lities to serve new demand at twice the 16 principal independent water com- 
vestment per present customer but at panies last year on average earned 5} per 

e same rates has resulted in declining cent on their 1947-48 year-end capitaliza- 

rnings. Rate increase proceedings have tion, with 7 below 5 per cent; American 

en more the rule than the exception, Water Works earned 5.1 per cent. The 

d private capital invested in the indus- price of 10 of the common stocks, to- 

y has been faring none too well, gether with that of American Water 

Although most of the water business Works, was below the book value of the 
the United States is performed by shares on June 1, 1949, which is ipso facto 

nicipalities or other public bodies, an indication of inadequate earnings, and 

@ere is still a sizable but often overlooked _in striking contrast to the electric power 
pment of this utility service being fur- industry. Of 106 electric utility operat- 
hed by private capital. Therearesome ing company common stocks actively 
water companies whose common traded, 73 were selling above book value 
bcks have a sufficiently broad distribu- on the same date. 

n to command investors’ interest (see The need for rate increases has 
on page 45), including the holding prompted action by a number of com- 
pany, American Water Works. The panies and announcements of intentions 

@ter, which controls 68 operating com- to file by many others. California Water 
@nies, is now in turn controlled by Service, Ohio Water Service, and Phila- 
prtheastern Water Company, which delphia Suburban Water were granted 
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partial increases last year, and the former 
sought additional adjustments late in 
1948, which have been received at least 
in part. Hackensack Water, Jamaica 
Water Supply, and two subsidiaries of 
New York Water Service had applica- 
tions pending at last reports. Bridgeport 
Hydraulic, Scranton-Spring Brook Wa- 
ter Service, and New York Water Serv- 
ice itself stated in their annual reports 
their intention of seeking higher sched- 
ules. In addition, the combined North- 
eastern-American Water Works group 
in their annual reports stated that eight 
subsidiaries had higher rates in effect at 
the year end, five had applications pend- 
ing, and at least eleven more would file 
in 1949, 

The experience of one of the smaller 
companies, Jamaica Water Supply, is, 
perhaps, representative of the industry, 
although the effect on the common stock- 
holder is more drastic than for most, be- 
cause of the relatively thin common 
equity (only 14 per cent of total capitali- 
zation at the end of 1948). Marvin 
Chandler, an officer of Reis & Chandler, 
Inc., New York city financial experts and 
consultants on utility matters, testifying 
for the company as to fair rate of return 
before the New York Public Service 
Commission on June 3rd, presented the 
accompanying chart. This shows that 
from 1940, the last prewar year and the 
first full year of the company’s present 
rate schedules, the supplier of materials 
in 1949 was receiving a 108 per cent in- 
crease in the price of products sold to the 
Jamaica Company, the Federal govern- 
ment as a tax collector had received a 96 
per cent rate increase, labor had received 
a 71 per cent increase, and the electric 
power company primarily through the 
operation of fuel clauses was getting 17 
per cent more per kilowatt hour. Yet the 
rates to water consumers were un- 
changed, net operating income was 23 
per cent lower, and the common stock- 
holders’ share of the earnings in 1949 
was estimated to have declined 76 per cent 
from 1940. 


URING this same period, net addi- 
tions to property aggregated $3,- 
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000,000, an increase of 27 per cent, a 
gross revenues rose 22 per cent, bi 
earnings still declined. As Mr, Chandl¢ 
stated, “It appears that growth in re 
enues is not necessarily beneficial, bj 
rather that the addition of new custome 
and new facilities has been more of 
burden than a help.” In fact the burdg 
became so great that Jamaica, which ha 
paid a $2 dividend and earned it by 
comfortable margin ever since the stog 
came into public hands in 1939, wi 
forced to omit payments entirely in t 
first quarter of this year, This is d 
matic proof that water company stoc 
do not necessarily represent stable inves 
ments in both good times and bad, ju 
because the product sold is always so e 
sential. As a matter of fact, the Ne 
York commission appears to have accep 
ed this questionable assumption, as in t} 
case of the small Citizens Water Supp 
Company of Newtown, decided in Ma 
1948, the opinion defended a 5 per ce 
rate of return in part “in view of t 
stable nature of the water business.” 













"oo water companies have requir 
substantial amounts of new capi 
in the last year or two, although prope 
tionately probably not as much as the rq 
of the utility industry. Because of 
small size of the companies, their capi 
usually costs them more than elect) 
companies have been paying. As | 
Chandler pointed out, small size me 
that the securities are not listed, the co 
pany is not well known, the market for 
securities is likely to be confined to 
own general area, or that sales outside 
own region must be on a very attracti 
basis. Security buyers must be infor 
and educated about the company, and 
limited area served enhances the 
somewhat. 

Mr. Chandler reported that he 
found 27 sales of water company bof 
in 1948 aggregating $27,700,000 at 
weighted average interest rate of 3.32; 
cent, with the individual rates varying 
tween 3 and 4.25 per cent. All but 4 
of these were placed privately. Simila 
for 11 privately placed water comp 
preferred issues totaling $5,950,000 
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a JAMAICA WATER SUPPLY COMPANY 
bi Percentage Change in Unit Costs of Materials and Power, Labor Rates, 
Ald Tax Rates, in Rates Charged Consumers and in Earnings 





l . Coes 3! pone ty es ee 


Source: Prepared by Reis & Chandler, Inc, from data furnished by 
Jamaica Water Supply Company. 
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1948, the weighted average dividend rate 
was 4.83 per cent. Five bore 5 per cent 
rates and the other four ranged from 4.3 
to 6 per cent. In addition there were 3 
convertible preferred issues offered pub- 
licly totaling $3,700,000, with 5 to 5.5 per 
cent dividend rates, but of course the at- 
tractiveness of the conversion feature 
would have an important bearing on the 
rate. Common stock financing has been 
small, although the convertible preferred 
issues may ultimately go into the com- 
mon equity. 


AN JosE WATER Works was cited as 


the only recent example of the cost , 


of common stock money to a water util- 
ity. This company sold 15,913 shares of 
$25 par stock on November 23, 1948, at 
a price to net the company $27.89 per 
share after underwriting costs and ex- 
penses. This was equivalent to a cost of 
7.2 per cent based on the $2 annual divi- 
dend. The stock sold at ten times the 
$2.78 reported earnings, or at 114 times 
the “diluted” earnings on the increased 
shares. Southern California Water last 
November sold 20,925 shares of $25 par 
common through an offering of rights to 
its own stockholders at a price of $36, 
which was well under the going market 
price for the shares and therefore not 
truly indicative of the cost of money to 
the company. The net proceeds of the 
two sales of common to the companies 
was about $1,100,000. Thus the aggre- 
gate of all 1948 water company financing 
apparently was about $38,500,000, which 
is about 8 per cent of present capitaliza- 
tion. A portion of the bond and preferred 
money, it should be noted, was to refund 
previously outstanding issues with high 
interest and dividend rates, and of course 
funds also were derived from retained 
earnings and other internal sources. 
Thus it appears that, if the privately 
owned water industry is to be maintained 
in healthy financial condition, the state 
commissions may find that some liberali- 
zation of their ideas, about the stability 
of earning power and the “high-grade”’ 
investment caliber of water securities, is 
in order. If the companies are to con- 
tinue their expansion programs, they 
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must receive the rate increases necessary 
to service the new securities which must 
be placed with the investing public, and 
the already thin common stock equity for 
a large part of the industry should not be 
allowed to deteriorate further. 


> 


Various Ways of “Rationalizing’ 
Electric Rate Increases 


ANY state commissions wish to help 
the utilities finance the burdens of 
huge construction programs, but find that 
they are handicapped by the fact that 
plant accounts have been heavily written 
down in many cases, and that 6 per cent 
return on this reduced value appears in- 
sufficient to attract investors to buy these 
companies’ common stocks. As a result 
of the heavy write-downs to the “orig- 
inal cost” of many years ago (perhaps 
half of present reproduction cost) book 
values of common stocks have shrunk 
sharply, making these issues unattractive 
to some institutional buyers. However, 
some of the commissions have proved in- 
genious in surmounting the difficulty, by 
making adjustments and allowances of 
various kinds. The results are com- 
mended to the attention of other commis- 
sions which may still appear to be taking 
a rather narrow point of view—as in 
New York state, for example. 
A few commissions, either guided by 
liberal state laws or free from political 
antiutility pressure—as in Ohio, Penn- 


3 


sylvania, Illinois, and Indiana—have rec-f 


ognized increased values directly and 
have used rate bases giving substantial 
weight to reproduction costs. A few 
weeks ago the Wilmington (Delaware) 
Board of Utility Commissioners found a 
rate base for the Diamond State Tele 
phone Company that was very largely 
influenced by reproduction cost, and the 
bill recently passed by the legislatur¢ 
creating a statewide utility commission 
lists as one of the measures of fair valué 
reproduction cost. 


Oo" the other hand, there are numerou 
cases where state commissions have 
held firmly to an original cost rate base 
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but have made other adjustments which 
produced an end result not much differ- 
ent than the effect if changing plant costs 
had been recognized. Thus a large com- 
pany received a rate increase recently in 
which the commission used capitalization 
as a rate base, and in that way included 
such items as plant held for future use, 
vork in progress, and other nonearning 
ssets. The earnings so allowed, if ap- 
plied to net book cost, obviously pro- 
juced a much higher percentage than the 
rate of return specified in the order. 

hus, even though the end result was 
hort of what the company claimed based 
pn the present value of its property, the 
nethod did give much needed help which 
could never have been justified by “ortho- 
lox” methods. 

Wisconsin, considered a fairly 
‘strict” state, the commission in a recent 
ase (Wisconsin Power & Light) used 
1948 earnings, which were subnormal due 
oa drought condition, and related those 
‘arnings to a net cost rate base made up 
pf net plant at December 31, 1948, plus 
n allowance of over 20 per cent for con- 
truction work in progress, materials and 
upplies, and working capital. The re- 
bulting rate of 6 per cent which was al- 
owed would have been equivalent to over 
6 per cent, it is estimated, if earnings 
ad been normalized to reflect average 
vater conditions and if average net plant 
or the year, plus actual materials and 
upplies and working capital, had been 
sed for a rate base. The net effect was. 
hs though the commission had added al- 
nost 28 per cent to a cost rate base. 

The important thing is that practical 
ecessities are being recognized in some 
ases, and from that point of view the 
itilities are finding some of the commis- 
ions cooperative. However, it would be 

‘Metter for all concerned if there were a 
10re general recognition of the basic fact 
hat higher rates are needed in many 
ases, because the return now being 
arned is largely on low-cost plant, while 
hew construction is on an inflated cost 
asis, and financing costs are correspond- 
@angly inflated in relation to the old yard- 
ticks. Otherwise, the construction pro- 


gram may be impaired before the indus- 
try has achieved the substantial margin of 
excess capacity—15-25 per cent—which 
some authorities consider necessary for 
national efficiency and defense. More- 
over, the recent decline in the stock mar- 
ket has added to the difficulties of equity 
financing. 


e 
Construction Fund Interest 


Credits 


M3: electric utility companies now 
capitalize funds, tied up in new 
facilities under construction, at one-half 
per cent per month or 6 per cent per 
annum, the item appearing as a credit un- 
der income deductions (fixed charges). 
This includes funds obtained from the 
issuance of all new securities, including 
common stock, It is claimed there is no 
distortion of earnings unless bank loans 
are used, as the over-all cost of money 
(including preferred and.common stock 
issues) averages about 6 per cent, the 
same as the fair rate of return on the 
rate base. An EEI committee has passed 
favorably on this accounting practice, it 
is understood. 

This method should not distort earn- 
ings, perhaps, so long as the new prop- 
erty is actually used when construction 
is finished. But if the plant merely serves 
as reserve capacity (which may occur 
with some plant additions in 1950-51) 
earnings for stockholders might prove to 
be overstated during the interim period 
before construction is completed. Of 
course earnings on the rate base, being 
taken before interest charges, would not 
be affected, 

The importance of credits for interest 
on construction is indicated by the fact 
that “other income deductions” for all 
electric utilities dropped from $29,401,- 
000 in the twelve months ended March 
31, 1948, to $11,919,000 in the later 12- 
month period. Thus while interest on 
long-term debt increased 14 per cent, 
over-all fixed charges increased only 3 
per cent. 

It has become customary for some of 
the utility companies to report common 
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stock earnings based on the “average” 
number of shares rather than the “ac- 
tual” number outstanding, following a 
subscription offering to stockholders, or a 
public sale of new shares. The question 
rises whether this is good statistical prac- 
tice if the company is also applying a 6 
per cent credit for these funds as soon 
as they are employed in new construction. 


* 


Forecasting 1949 Electric 
Utility Earnings 
Bi accompanying chart (page 43) 
shows the trend of earnings for all 
electric utilities, broken down into prin- 
cipal items of income and outgo, for a 
period of years. The hollow extensions 
indicate estimates for the calendar year 
1949. Some advance figures for the 
month of April are now available, show- 
ing a gain of 7 per cent in revenues, 14.2 
per cent in gross income, and 16.7 per 
cent in net income. The accompanying 
table shows the percentage changes for 
the first four months and the estimated 
changes for the year as a whole, 


oe 
New Fashions in Finance 


yy the issuance of convertible 
utility securities seems to have 
slowed down recently, there have been 
two cases of “optional subscriptions” for 


e 


such issues, So far as the writer can 
recall, the option to subscribe for either 
common stock or convertible debentures 
is an entirely new fashion in financing. 

Connecticut Light & Power offered 
stockholders of record February 16th the 
right to purchase either 1 share of com- 
mon stock at $50 a share for each 8 shares 
held, or $50 principal amount of 3 per 
cent convertible debentures due 1959 at 
par for each 8 shares held. Rights ex- 
pired March 4th. The company wished 
to raise $8,156,650 cash and the twin is- 
sue was underwritten by a New England 
banking group. Holders of subscription 
warrants subscribed for $2,433,750 com- 
mon stock and $5,340,800 debentures, 
leaving $382,100 debentures to be taken 
up by underwriters (this amount being 
placed privately). 

Houston Lighting & Power recently 
announced that common stockholders will 
be offered rights to subscribe for either 
additional common stock or convertible 
debentures. The rights will be on the 
basis of 1 share at $40 for each 4 shares 
held, or $50 principal amount of deben- 
tures at par for each 4 shares held. 

Arkansas-Missouri Power Company 
recently made a novel public offering— 
$3,150,000 interim notes due December 
15, 1951, to be convertible after June 15, 
1950, into a package consisting of 1 share 
of first preferred and 2 shares of com- 
mon stock for each $45 of notes. Instead 


PERCENTAGE INCREASES OVER 1948 


January February March 


Sales, Revenues, and Expenses 


Kilowatt-hour Sales 

Electric Revenue 

Operating Expense 7 
Detail of Expenditures 


Depreciation : 
Interest and Amortization 


Profits and Dividends 
Gross Income 
Electric Operating Income 
Net Income 
D—Decrease. 
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TREND OF SALES AND EARNINGS OF ELECTRIC UTILITIES 
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of being payable in cash at maturity in issued in denominations of $45 and mul- 
1951, the notes could be paid off at the tiples. The offering was underwritten by 
option of the company in the same pack- a group headed by First Boston Corpo- 
age of securities. The notes would be ration. 


= 


CURRENT UTILITY STATISTICS AND RATIOS 


Amount Per Cent Increase 
Latest Latest Latest Latest 
Unit Used Month 12Mos. Month 12Mos. 


Operating Statistics (April) 

Output KWH—Total Bill. KWH 
Hydro generated “% 
Fuel generated 

Capacity Mill. KW 

Customers, no. Mill. 

Fuel Use : Coal Mill. tons 

Mill. MCF 
Mill. bbls. 
Mill. tons 


S) 
R 


UIW OV Non Go Gs 
CODDAWOmNiy 


4% 
4 
5 


6 
D7 
18 
9 
89 


“ 


_Ue 


te 
dS 
S 
LI TITITI Tis 


LITT TI tle 


Sales, Revenues, and Rates (March) 
KWH Sales—Residential Bill. KWH 
Commercial = 
Industrial 
Total, incl. misc. 
Revenues—Residential 
Commercial 
Industrial 
Total, incl. misc, sales 


Revenues and Income (February) 
Elec. Rev., incl, misc, rev. 
Misc, Income 


Expenditures (February) 
Fuel 


Misc. Expenses 
Depreciation 
Taxes 

Interest 
Amortization, etc. 


Earnings and Dividends (February) 
Net Income 
Preferred Div. (est.) 
Bal. for Common Stock (est.) .. 
Common Dividends (est. ) 
Balance to Surplus (est.) 


Utility Financing (May)* 


Life Insurance Investments (January Ist-June Ith) 
Utility Bonds D5% 
tw Stocks 217 


7 


D—Decrease. *Data for all utilities (electric, gas, telephone, etc.), including refunding issues. 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, 
AND WATER COMPANIES 
6/15/49 Indicated 
Price Dividend Agee. 12 Mos. Current Previous % In- 
About Rate teld Ended Period Period crease 
Telephone Companies 
Bell System 
Asset, Tee. @ TE, ww ccs 
Cinn. & Sub, Bell Tel. .... 
Mountain Sts. T. & T. .... 
New England Tel, ........ 
Pacthe Te, & TG, 2. ces 
So. New England Tel. .... 


Feb. . ‘ 23 
Dec. ; : D5 
Mar. ; { 163 
Mar. . 3 D3 
Mar. ‘ 

Dec, 


zx 


LIN NN NON 
UNoOr au 


ov 
'S) 
R 


Averages 
Independents 
Associated Tel. A 
General Telephone 
yg ee 
Rochester Telephone 


Mar. 
Dec. 
Dec. 


R 


§ OONMNND 
Nv) 90 
omwW 


ransit Companies 

Baltimore Transit 

Capital Transit 

Cie, B BB Bo 0s cence 
SF errr 
Dallas Ry. & Term. ....... 
Duluth Sup. Trans, ....... 
Kansas City Pub. Ser. .... 
Los Angeles Transit 

Nat'l. City Lines 

Phila. Transit 

Rochester Transit 

St. Louis Pub. Ser. A 
Syracuse Transit 

Third Ave. Transit 

Twin City Rapid Tr. ...... 
United Transit 


_ 
S 


Dec. 
Dec, 
Dec. 
Dec. 
Dec. 
Apr. 
Dec. 
Dec, 


Soa ee 
| EE aR» 
oocooum~o 
8 
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| UtkunN 
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90% 
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S 
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O 
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Averages 


Water Companies 
Holding Companies 

S Amer. Water Works 

O N.Y. Water Service 
Northeastern Water 
Operating Companies 
Calif. Water Serv. ........ 
Elizabethtown Water 
Hackensack Water 
Indianapolis Water 
Middlesex Water 
New Haven Water 
Ohio Water Serv. ......... 
Phila, & Sub, Water 
Plainfield Union Water ... 
San Jose Water 
Scranton-Spring Brook ... 
Stamford Water 
West Va. Water Serv. .... 


Averages 5.9% 12.5 


D—Deficit. E—Estimated. C—Curb Exchange. O—Over-counter or out-of-town exchange. 
S—New York Stock Exchange. 
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’ What Others Think 


Retiring EEI President Addresses 
Convention 


fg of the current position of the 

electric utilities was presented on 
May 3lst to the Edison Electric Insti- 
tute’s seventeenth annual convention, at 
Atlantic City, New Jersey, by the retir- 
ing president of the institute, Ernest R. 
Acker, president of Central Hudson Gas 
& Electric Corporation. Acker reviewed 
the problems faced during the past two 
years, including the threat of a so-called 
“power shortage.” “This threat,” he de- 
clared, “came as a result of circumstances 
beyond our control, involving, first, gov- 
ernmental restrictions on the installation 
of new generating capacity during World 
War II, and, second, the unprecedented 
and unexpected load growth experienced 
in the postwar period.” As soon as the 
bans on new installations were lifted, he 
said, the industry launched its 6-year, $9 
billion construction program to restore 
the margins of reserve capacity depleted 
during the war. He added: 


. . . This program, which covers the 
period 1946 through 1951, contem- 
plates the addition of 52 per cent to 
the generating capacity of the industry 
as of the close of the war. It has taxed 
the production facilities of the elec- 
trical manufacturers to the limit, and 
represents, I believe, the biggest indus- 
trial expansion program in all history. 
In the face of many economic obstacles 
it gives striking proof of the leader- 
ship, vision, engineering ability, and 
financial strength of the electric utility 
companies. 


= expressed confidence in the 
likelihood that the industry’s re- 
serve margins will build up more rapidly 
than was originally contemplated, and 
that no section of the country, with the 
possible exception of the Pacific North- 
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west, will be handicapped by a lack of 
capacity during the coming winter. In 
fact, he assured his audience, normal re- 
serve margins will be restored in most 
areas by the end of this year. He stated 
further: 


I cannot leave this subject without 
paying tribute to the skill and persever- 
ance of our operating personnel who 
have seen us through the difficulties of 
the past several years. Their per- 
formance in marshaling and codrdinat- 
ing the power resources at their com- 
mand stands even higher than the rec- 
ord which they established during the 
war when this industry, through long- 
range planning and foresight, met all 
essential war demands. Had the indus- 
try failed in either instance we would 
have made the headlines as never be- 
fore. 


The financing of the industry’s huge 
expansion program “raised grave doubts 
initially in the minds of many people,” 
Acker said. The record to date he de- 
scribed as very gratifying. In view of 
the continuing need for additional cap- 
ital he called attention to the return of 
large insurance companies to the market 
for utility preferred stocks, “The more 
difficult half of the industry’s financing 
program still lies ahead in that it involves 
a higher proportion of common stock 
financing than has been accomplished to 
date. Under the circumstances, the net 
income showing and dividend record of 
the utilities will play an increasingly 
important part in their future financing 
problems,” he added. 

Of threatened and existing public 
power projects, he declared: 


No review of the current position of 
the industry would be complete, how- 
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ever, without reference to the increas- 
ing activities of the government in the 
field of public power. The broad im- 
plications of this trend are a threat to 
the private utility companies as well as 
to the social and economic structure of 
the country. As citizens, we are 
strongly opposed to the use of the tax- 
ing power of the government to sub- 
sidize its competition with private in- 
dustry. We recognize that reclamation, 
irrigation, navigation, flood control, 
and incidental power developments are 
proper provinces of the Federal gov- 
ernment. We object, however, to the 
use of Federal funds for the develop- 
ment of power as the primary purpose 
of such projects and to the sale of the 
energy produced in direct competition 
with the electric industry at less than 
full cost. We object to the construc- 
tion of duplicate transmission lines to 
bring subsidized power into areas al- 


ready being served and to the assump- 
tion by the government of responsibil- 
ity for the full power requirements of 
certain areas to the exclusion of private 
industry. 


Adding later that “we are fighting for 
high stakes and may be expected to wage 
an aggressive and resourceful battle to 
hold our percentage position and combat 
further governmental encroachment on 
our business.” 

In conclusion, Acker stated that the 
industry’s chances of survival depend not 
alone on the character of its performance, 
but on the public reaction to the drift 
toward socialistic philosophies. He rec- 
ommended renewed efforts to maintain a 
record of service which will merit public 
support and faith in the American people, 
who, when aroused to Socialism’s dan- 
gers, will repudiate its doctrines and keep 
their freedom. 





Semi-outdoor Steam E 


HE new Sewaren generating station 

of Public Service Electric & Gas 
ompany was formally opened June 8th. 
his electric generating station is on the 
rthur Kill, in Woodbridge township, 
ight miles above Perth Amboy, New 
ersey. 

Governor Alfred E. Driscoll, members 
f the New Jersey Board of Public Util- 
y Commissioners, and other state offi- 
tals and leaders in industry, commerce, 
md finance in New Jersey, were guests 
f the company at the formal opening. 

After a tour of inspection of the sta- 
on, Governor Driscoll congratulated 
Public Service Electric & Gas Company 

d said he noted at Sewaren “the same 

aracteristics which have always marked 
rivate industry’s vitally important con- 
ibution to our cherished American way 
f life.” He commented : 


The new Sewaren electric generat- 
ing station is another outstanding evi- 
dence of the tremendous growth and 
progress our great state of New Jersey 
has made, over the years, industrially, 
commercially, and residentially. It is 


lectric Generating Plant 


also a noteworthy indication of the 
confidence the largest utility company 
in this state has in a continuation of 
that steady growth and progress. It is 
likewise a commendable demonstra- 
tion of the enterprise, farsightedness, 
and progressive spirit of that utility, 
Public Service Electric & Gas Com- 
pany, This new electric generating sta- 
tion, engineers tell me, is one of the 
most modern of its kind in the world 
and has been designed for the highest 
efficiency and economy of operation. 
With ample electric power available, 
new industries will continue to be at- 
tracted to our state and more jobs will 
be provided for New Jerseyans. 


NE of the outstanding features of 

the new station is the use of the 
semi-outdoor type of steam boiler, unique 
in this latitude. (See frontispiece.) This 
type of construction reduced the cost of 
the building. The three boilers are so con- 
structed that about half the heat-radiat- 
ing surface, which tends to heat up the 
building, will have outside exposure, 
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thereby simplifying the problem of ade- 
quate ventilation for the comfort of op- 
erating personnel. Although the boilers 
will be normally fired with pulverized 
coal, they also are designed to burn oil 
and can be quickly switched from one 
fuel to the other. 

George H. Blake, president of Public 
Service Electric & Gas Company, com- 
mented : 


The same long-range planning that 
has made it possible for Public Service 
Electric & Gas Company always to 
meet adequately the power require- 
ments of its more than a million cus- 
tomers, including the unprecedented 
demand, during the recent war, of 
thousands of New Jersey industries 


engaged in vital war production wor 
is responsible for the construction 4q 
this splendid new Sewaren generati 
station. 


Upon completion, Sewaren generati 
station will have an installed capacity ¢ 
approximately 450,000 kilowatts and w 
be the largest of the five major genera 
ing stations which serve the Public Ser 
ice Electric system. Two 100,000-kik 
watt turbine generators are now in oj 
eration. They are stated to be the fir 
steam turbines in the country to operaj 
with steam at a temperature of 1,050 d 
grees Fahrenheit—so hot that it make 
the pipes, through which it flows, glo 
a dull red. 

—F, J. T. 





Electric Power Is America’s Fastest- 
Growing Industry 


HE power industry is “over the 
hump!” The fight is won! Since 
VJ-Day, less than four years ago, this 
nation’s electric light and power compa- 
nies—which provide 85 per cent of our 
nation’s electric utility service—have ex- 
pended more than four and a half billion 
dollars to expand and improve electric 
service, Such was the statement of Elmer 
L. Lindseth, president, the Cleveland 
Electric Illuminating Company, and 
president, Edison Electric Institute, in an 
address before a “Report-to-the-Press” 
breakfast meeting of the National Asso- 
ciation of Electric Companies in Wash- 
ington, D. C., on June 15, 1949. 
Speaking for the business-managed 
electric companies as an industry, Mr. 
Lindseth said: 


We presently are expending our in- 
vestors’ funds at the rate of over $5,- 
000,000 a day for new power plants, 
transmission and distribution systems, 
and other facilities. 

We will invest over $2 billion in new 
property and plant this year. 

By the end of 1951 we will have in- 
vested over $9 billion in our immediate 
postwar construction program, making 
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this industry the fastest-growing if 
dustry in our country. 

This $9 billion is all private capitt 
that is being put to use for the publ 
service and benefit. 

It’s an investment that demonstrate 
the faith which the electric light a 
power companies have in the future ¢ 
America, and in their own future u 
der the American system of freedot 
of enterprise. 

Our 6-year construction progra 
wil] add about 21,000,000 kilowatts 
our power production capacity. This 
a 52 per cent increase over our capacif 


of 40,000,000 kilowatts on VJ-Day. 


“With our population increasing an 
the uses of electricity multiplying,” M 
Lindseth said, “the expansion of o 
business has literally no limits.” In 19 
the industry will add more than 5,500,00 
kilowatts to the country’s capacity. 


F addition to al] its other problems, t 
industry’s costs have been risin 
faster than its revenues, and it has had! 
fight for “all possible improvements i 
efficiencies and economies,” he added 
“We have tried,” he said, “to make a 5f 
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cent dollar do the job of that prewar 100- 
cent dollar.” 

“That’s one of the reasons,” he told 
correspondents, “why the national aver- 
age price of electricity per unit in 1948 
was 17 per cent less than in 1939; and 
the average residential price per unit for 
1948 was 25 per cent below that ten years 
ago.” He continued: 


Nevertheless, all-time high costs 
have made it necessary for numerous 
companies to increase rates in order to 
earn a fair return on present invest- 
ment and to attract additional invest- 
ment. 


Despite these increases, Mr, Lindseth 
contended, the cost of electricity today is 
“relatively the lowest item and best value 
in the family budget, or in any other 
budget.” 

He also declared that the industry had 
demonstrated its ability to obtain capital 
for construction. In the first five months 
of this year the industry has sold more 
than $212,000,000 of preferred and com- 
mon stocks and over $412,000,000 in 
bonds, or at the rate of $125,000,000 a 
month. According to Mr. Lindseth, 


The most disturbing influence bear- 
ing on the electric companies today is 
that of encroachments by the Federal 
government on freedom of enterprise, 
through extension of the government’s 
operations in our field of business... . 

Any claim by proponents of public 
power that the Federal government 
must extend its operations in the elec- 
tric service business, because of the in- 
ability or unwillingness of our compa- 
nies to supply service, is without foun- 
dation. 

Our companies are ready and able 
to provide the electric service needs of 
this country’s consumers—in peace or 
in war. 


Factually supporting Mr, Lindseth’s 
statements about the power supply catch- 
ing up with demand, were the results of 
a recent survey interpreted for the same 
press breakfast meeting by Walker L. 
Cisler, executive vice president of the 
Detroit Edison Company. He stressed 
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that the statistical tables, maps, and cha 
contained in this survey were the “woz 
of many people” assembling data fro 
sources “sound and factual.” 


ELATIVELY speaking, the Unite 
States has only 7 per cent of t 
world’s population, but nearly half t 
production and consumption of th 
world’s electric power—six times great¢ 
than USSR, the nearest national riva 
Out of a total capacity of 56,500,000 kild 
watts (beginning 1949) 80 per cent 
owned by private systems, 10 per cent 
Federal agencies, and 10 per cent by no 
Federal. Seventy-two per cent of the tot: 
represents fuel (coal, oil, etc.) genera 
tion, the balance is hydro. 
On the rate of expansion, Mr. Cisle 
said: 

The operating industry is now e 
gaged in the greatest construction pra 
gram of its sixty-six years of histor) 
It is carrying this out at a rate almos 
beyond belief. During the period 194 
through 1951 more than 23,500,00 
kilowatts of new capacity will hav 
been added ; an outstanding example o 
the unmatched productivity an 
strength of the American industria 
system to manufacture equipment an 
to carry out construction in volume and 
speed much beyond that of other na 
tions . 

The tabulation of peak capabilities 
peak loads, and margins for reserves i 
well worth careful study because it tell 
much about the effect of the construc 
tion program in the respective powe 
regions. It can be seen that the expan 
sion of the systems is occurring 
throughout all of the regions and i 
greatest in 1949 when more than 7, 
000,000 kilowatts of additional capac 
ity will be added to take care of in 
creased loads and to substantially im 
prove the reserve margins from th 
low point of 5.6 per cent in 1948 to 9. 
in 1949, 12.3 in 1950, and 15.9 in 1951 
all on a national average basis, I be 
lieve these figures should give confi 
dence in what is being accomplishet 
by the industry’s construction progra 
and that the over-all electric power re 
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Region 
Northeast 
East Central 
Southeast 
North Central 
South Central 
West Central 
Northwest 
East Division 
West Division 
Southwest 


PNNNSONAQAN 


COPROWUD Wide 


Total United States 


quirement of the country will adequate- 
ly be met. 


Using the Federal Power Commis- 
sion’s regional division classification, Mr. 
Cisler gave an over-all breakdown on re- 
serve margins between 1947 and 1951 as 
shown in the above table. 


S to the extent of reserves which large 
i interconnected systems and regions 
should have, Mr. Cisler said: 


... Opinions differ and are influenced 
by the effect of adverse hydro condi- 
tions in areas predominately hydraulic. 
Because of my wartime and postwar 
experience in rehabilitating power sys- 
tems overseas, I believe that about 15 
per cent for average conditions is a 
safe margin both for peace and se- 
curity, and that this margin should be 
built right into the generating equip- 
ment, transmission lines, and main 
transformation facilities. In that way 
we can be strongest in meeting sched- 
uled and unscheduled outages, unpre- 
dicted load increases, unfriendly acts, 
and critical defense situations. 


The total capital expenditures by pri- 
vate systems (1946-1951), divided by 
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regions, are shown in the following table: 


Region 
Northeast 
East Central 
Southeast 
North Central 
South Central 
West Central 
Northwest—East Division ... 
Northwest—West Division ... 
Southwest 


100,000,000 
1,150,000,000 


$9,000,000,000 


Mr. Cisler also spoke of the recent 
speed up of shipments and scheduled de- 
liveries of power-generating equipment 
units. He explained that during the war 
it was not possible to build all the power 
projects planned or needed because the 
same machine tools, shop space, mate- 
rials, and skilled man power were prop- 
erly reserved for war efforts, such as the 
equipping of ships and atomic energy 
plants. It was not until the end of the war 
that restrictions were removed and proj- 
ects allowed to go forward. This, to- 
gether with the length of time required 
for manufacturing such equipment, ac- 
counts for the “time lag” in putting new 
capacity into service immediately follow- 
ing the cessation of hostilities. 


wet & 





— 


N Britain as in the United States the leaders of industry 
realize that the same dollar or pound cannot at the same 


time sweeten the tax kitty and refurbish tired, old machinery 
or plant. But getting the bulging brains of Washington or 
Whitehall to realize that plain truth is something else again.” 


—EDITORIAL STATEMENT, 


Chicago Journal of Commerce. 
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The March of 
Events 


In General 


Back Authority-type 
River Control 


HE platform adopted in Des Moines, 

Iowa, last month by the Democratic 
Midwest Conference included a declara- 
tion in favor of “the integrated develop- 
ment of our great river valleys patterned 
on the Tennessee Valley Authority.” 

This was a watered-down statement in 
support of a Missouri Valley Authority. 
The conference membership includes the 
10 states within the Missouri basin. 
Some members had favored a stronger 
declaration for MVA. 

When adoption of the resolutions was 
moved, Clayton H. Shrout of Omaha, 
Democratic state chairman of Nebraska, 
raised a question of policy. He said he 
was not opposed to the declaration but 
that there was continuing controversy 
over the relative merits of MVA and the 
present Pick-Sloan plan for the basin, in 
Nebraska and elsewhere. He wondered 
whether the conference ought to risk en- 
tering this conflict. 

Carl V. Rice of Kansas City, Kansas, 
Democratic national committeeman for 
Kansas and chairman of the conference 
resolutions committee, immediately 
argued in support of the valley authority 
stand. He said it was part of the Demo- 
cratic platform. 

David G. Kelley, Grand Forks, North 
Dakota’s national committeeman and 


acting chairman of the conference, said 
the conference should stick to the party 
stand in favor of river valley authori- 
ties. 

The resolution was approved without 
dissent. 


Tired of Federal Tampering 


A. ERDAHL, commissioner of pub- 
e lic utilities, Tacoma, Washington, 
told a congressional committee last 
month that he is getting “fed up” with 
the interference of the Interior and War 
departments in Tacoma’s power devel- 
opment program. The commissioner 
made his complaint in a statement pre- 
pared for the Senate subcommittee of the 
Committee on Appropriations consider- 
ing the Interior Department Appropria- 
tion Bill for 1950. 

Tacoma is in full approval of the 
Bonneville program for 1950, Ehrdahl 
said, but “at the same time protests 
against an attitude which disregards 
local public and private utility rights 
within the area served by the BPA.” 

He cited as a particular example of 
the unwanted interference the “policy 
which blocked a public power project on 
the Cowlitz river in Washington.” This 
opposition, Erdahl said, was particularly 
surprising because of “a very damaging 
power shortage throughout the Pacific 
Northwest.” 


California 


Senate Passes Transit Bill 
BILL to set up machinery for a 
9-county rapid transit district for 
the San Francisco bay area was passed 
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by the senate last month, The bill was 
sent to the assembly by a vote of 31 to 3. 

As explained by Senator O’Gara, au- 
thor of the bill, it is an enabling act only 
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and no city or county would be forced 
to come under its provisions. The act, 


he said, would permit an attempt to be 
made to solve problems codperatively. 


Delaware 


Commission Bill Signed 


A creating a state public service 

commission was signed into law on 
June 15th by Governor Carvel, effective 
September Ist. 

The commission measure, sponsored 
by Senator William O. Cubbage, Demo- 
crat of Wyoming, provides for the ap- 
pointment of a 3-member commission 
(one member from each county) with 
the members receiving salaries of $4,500 
each. The commission is empowered to 
appoint a secretary and will have an office 
in the state house. On September Ist it 
will take over the responsibilities now 
vested in the Wilmington Public Utility 
Commission, which will then become de- 
funct. 


The power of the new commission will 
extend over all public utilities and their 
property and equipment, facilities and 
franchises, and will include all operators 
within the state of steam railroads, street 
railways, traction railways, motorbuses, 
electric trackless trolley coaches, taxicabs, 
auto trucks, express, steam, manu- 
factured gas, natural gas, electric light, 
heat, and power; water, telephone, or 
telegraph service. 

Appeals from decisions on rates and 
other matters made by the commission 
will be taken to the superior court within 
thirty days after the commission’s order 
becomes effective. As amended in the 
house, the bill exempts from the jurisdic- 
tion of the commission all public utilities 
that are municipally owned. 


District of Columbia 


Appliance Sales Hit 


ALE of gas-heating and other. appli- 
‘s ances by the Washington Gas Light 
Company forces consumers to pay 
“heavy additional costs which are not 
fully disclosed” in company reports to 
the public utilities commission, it was 
charged recently by George C, Webster, 
chairman of the public utilities committee 
of the District Master Plumbers’ Asso- 
ciation. The company defended its policy 
as being in the best interests of its cus- 
tomers. 


The plumbers’ association has retained 
William A. Roberts, former District 
people’s counsel, to take its case to the 
commission. 

Webster charged that the heating 
equipment sales “involve unfair trade 
practices and unjust competition.” 

Everett J. Boothby, gas company 
president, said the company was of the 
opinion that it would not be in the best 
interest of the gas users of Washington 
for the company to cease selling gas 
space-heating equipment or any other gas 
appliances. 


Illinois 


FEPC Bill Defeated 


HE state legislature, for the fourth 
time in four sessions, last month 
killed a bill to outlaw job discrimination 
based on race, creed, and color. 
The measure was killed in the Repub- 


lican-controlled senate by a 3-vote mar- 
gin. As in 1943, the measure previously 
had been passed by the house, where 
Democrats are in the majority. Governor 
Adlai E. Stevenson had listed it high on 
his “must” message to the assembly last 
January. 
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Michigan 


Governor Warns against 
Increases 


OVERNOR Williams recently called 
two state public service commis- 
sioners to his office to warn them that any 
temporary increase in rates of the Michi- 
gan Bell Telephone Company or the Con- 
sumers Power Company, for which ap- 
plications are pending, would be against 
his wishes. The commission is composed 
of three Republicans, and has been the 
subject of repeated criticism from the 
executive office because of its inde- 
pendence in dealing with rate matters. 

Michigan Bell was granted an $8,200,- 
000 rate boost last year, but is asking 
$19,000,000, of which it wants $10,000,- 
000 “immediately.” Consumers Power 
was granted $1,800,000, or $3,000,000 
less than it asked, and is seeking $2,000,- 
000 more on a rehearing. 

“They talk as if there is going to be 
another interim order,’ Williams said. 
“I don’t see what I can do about the mat- 
ter before July 2nd.” 

Commissioner Henry L, Woolfenden 
can be replaced by a man of the gov- 
ernor’s choice July 2nd, but the terms of 


Commissioners White and Marshail ex- 
tend beyond that of the governor himself. 


Gas Rate Cut Ordered 


RATE cut that will lower revenues of 

Michigan Consolidated Gas Com- 

pany by about $3,250,000 during the rest 

of 1949 was ordered by the state public 
service commission last month, 

The cut was ordered by the commis- 
sion without hearings on the basis of 
monthly reports furnished by the com- 
pany, the principal operating subsidiary 
of American Natural Gas Company. 
Close check has been kept on the com- 
pany’s operations since a temporary 
emergency surcharge increase was al- 
lowed by the commission last January. 
The present order cut that increase in 
half, from 144 cents per thousand cubic 
feet to 74 cents. 

A company spokesman said Michigan 
Consolidated probably would not contest 
the reduction. He said, however, com- 
pletion of the Michigan-Wisconsin pipe 
line depends on many things, and said the 
commission will keep the rate situation 
under review for the rest of the year. 


Nebraska 


League Protests Power Stand 
HE utilities section of the League of 


Nebraska Municipalities recently 
protested to the Department of Interior 
that it is being “ignored” in considera- 
tions of marketing of proposed Bureau 
of Reclamation power in the state. 

J. W. Kruse of Lincoln, secretary- 
treasurer of the utilities section, wired 
Interior Secretary J. A. Krug the group 
has received information that the Ne- 
braska public power system, Consumers 
Public Power District, and the REA’s 
have submitted a joint resolution to Krug 
“defining the procedures for marketing 
of bureau power in Nebraska.” 

“The Nebraska municipalities are not 
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a part of this accord, nor were we even 
consulted regarding it,” the telegram 
said. “We must, therefore, take excep- 
tion to any such letter at least until we 
have been advised of its contents and had 
an opportunity to act on it.” 

Kruse said interested Nebraska 
municipalities desire to pass on to the 
ultimate user savings in low-cost power 
from the Missouri basin (Pick-Sloan) 
project and that the Reclamation Bureau 
has quoted a “postage stamp” rate. Lin- 
coln and 17 other Nebraska cities have 
applied to the bureau for the allocation 
of electric power from the proposed de- 
velopment, he said. These cities have re- 
quested more than 60,000 kilowatts for 
their municipally operated utilities. 
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New Jersey 


Jtility Antistrike Law Amended 


EW JERSEY’S public utility antistrike 
law of 1946-47, which outlaws 
trikes in public utilities and provides for 
ompulsory arbitration of such labor dis- 
utes where other settlement measures 
ail, has been amended by the state legis- 
hture in a move to overcome a recent 
ate supreme court opinion which had in- 
alidated the statute. 

Adopted on June 15th by a special ses- 
ion of the state legislature, the new 
mendment sets up standards of arbitra- 
on as a guide for arbitration boards in 

ttling labor disputes in public utilities. 
he supreme court had ruled that the 
riginal law was unconstitutional because 
f its failure to prescribe such standards. 

Both the amendment and the law itself 

e scheduled to expire next March 3lst, 
ut it is planned in the interim to conduct 
study of the utility arbitration problem, 
rith a view to enactment of a new, better, 

d more inclusive law at the 1950 state 
bgislative session, 


New 


Vill Accept Gas Rate Increase 


ATTORNEY for the Consolidated Edison 
Company agreed under protest at a 
bcent hearing of the state public service 
bmmission to accept as permanent the 
igher gas rates which the commission 
t into force temporarily last January. 
e said they were insufficient, but would 
e accepted in view of the fact that nat- 
ral gas probably would be available next 
ear, reducing costs. 
The increase in gas rates costs con- 
mers about $11,400,000 annually, it 
as estimated. At the time they were 
thorized, the commission ordered elec- 
ic rates reduced, the reduction amount- 
bg to about $21,500,000 a year on cus- 
mers’ bills, This reduction was chal- 
nged by the corporation. 
The higher gas rates affect 1,342,832 


stomers. 


Court Upholds Commission 


i right of Public Service Codrdi- 
nated Transport to substitute auto 
busses for trolley busses without obtain- 
ing the consent of affected municipalities 
was upheld recently by the appellate divi- 
sion of superior court. 

The division affirmed a decision of the 
state public utilities commission, which 
had granted approval for the substitu- 
tion under a 1946 law arming it with that 
power. The decision was appealed by 
the South Orange Avenue and the New- 
ark-Elizabeth Independent Bus Owners’ 
associations, which contended the 1946 
law violated their constitutional right of 
equal protection of the law. 

In an opinion by Judge Bigelow, the 
division noted that the substitution is a 
natural phase in the evolution of trans- 
portation. The affected Public Service 
lines originally were street railways, In 
1934, the legislature allowed the substi- 
tution of trolley busses for trolley cars 
without municipal consent. 


* 
York 


Files Bankruptcy Plea 


HE directors of the Third Avenue 
Transit Corporation, which operates 
seventy-six bus and trolley lines in New 
York city and lower Westchester county, 
have decided to place the corporation in 
voluntary bankruptcy because of the 
city’s refusal to accept a petition for an 
8-cent fare, it was disclosed recently. 
James Hodes, president of the cor- 
poration, said that the directors would 
consent to the immediate appointment of 
trustees in reorganization in order to 
provide continuing service for the cor- 
poration’s 1,800,000 passengers a day. 
The action, it was learned, would be 
taken under Chapter 10 of the Federal 
bankruptcy laws. This move, Mr. 
Hodes said, would enable the company to 
charge an 8-cent fare under protection 
of the Federal courts and at the same time 
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prevent the city from declaring the cor- 
poration franchises forfeit, 

Mayor O’Dwyer had previously an- 
nounced that the city would reject any 
proposal for an 8-cent fare on privately 


operated bus lines in the city whenever 
formal application, based on a recent 
public service commission award to the 
companies, is made for an increase over 
the present 7-cent rate. 


Oregon 


Grange Master Charges Plot 


aciFic Power & Licut CoMPANY 

was accused by Morton Tompkins, 
state grange master, in his address be- 
fore the opening state grange session at 
Coos Bay last month, of seeking to de- 
stroy a municipal electric system at The 
Dalles by discriminatory rate procedure. 
The power company, he declared, was 
selling power “at below cost in The 
Dalles and requiring other areas to make 
up this loss by higher rates.” 

The grange, Tompkins said, has filed 


a vigorous protest against a PP&L pro- 
posal to lower its rates at The Dalles to 
the same level as the PUD. At the same 
time, he pointed out, the company has 
asked for a rate increase in the Portland- 
Rainier district. 

Assistant Secretary of the Interior C. 
Girard Davidson defended the proposed 
Columbia Valley Administration Bill. He 
told the grangers the opposition to the 
CVA was the same old group the grange 
fought in years past when the farmers 
supported public power and transmissio 
services, 


Pennsylvania 


Court Throws Out New 
Transit Fare 


HE state superior court last month 

threw out the new 13-cent transit 
fare in Philadelphia and ordered a 
prompt return to 10 cents. The ruling 
came on an appeal by the city from the 
state public utility commission’s approval 
of the 13-cent rate established last May 
for Philadelphia Transportation Com- 
pany, which carries 3,200,000 daily 
riders. 

The increase was temporary. In effect, 
the superior court order suspended com- 
mission hearings on the application to 
make the fare raise permanent. 


Commission Suspends 
Rate Increase 


BB state public utility commission 
on June 16th suspended for six 
months a proposed $2,240,000 annual 
electric service rate increase of the Penn- 
sylvania Power & Light Company. The 
commission order changed the effective 
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date from June 22nd until Decembe 
22nd. At the same time, it announced ar 
investigation of its own to determine rea 
sonableness of the proposed rates, whic 
have been opposed by the Pennsylvanis 
State Grange and others. The commis 
sion announced it took this action after 4 
study of the company’s rate base data an¢ 
operating revenue and expense experi 
ence, 


Rate Increase Protested 


ae to Governor James H. Duf 

and to members of the state publi 
utility commission against rate increase 
which the commission recently grante 
the Edison Light & Power Company ha 
been made by the board of directors o 
the York Chamber of Commerce, it wa 
announced recently. 

The protest was in the form of lette 
to Governor Duff and the commissio 
sent by W. H. Hespenheide, president o 
the organization, who noted that a repo 
of the Federal Power Commission “1 
dicates that York’s residential rates ha 
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been increased by the largest percentage 
of any city in the nation.” 
Hespenheide said “there has been 


smoldering resentment against the pub- 
lic utility commission decision” granting 
the rate increases. 


Tennessee 


Intrastate Phone Increase Sought 


TS Southern Bell Telephone & Tele- 
graph Company last month peti- 
tioned the state railroad and public utili- 
ties commission for an intrastate rate in- 
crease sufficient to yield “a fair rate of 
return” on investment. 

Absence of a specific figure in the rate 
increase request was said to represent a 
novel feature in the company’s efforts to 
obtain higher rates in Tennessee during 
the past several years, State Manager W. 
E, Duncan of Nashville said the company 


was “merely seeking a fair profit on in- 
vestments.” 

The petition declared that current 
earnings of the company in Tennessee 
are less than 24 per cent of the company’s 
Tennessee investment. 

Present rates were placed in effect 
September 1, 1948, over the protests of 
the utilities commission, after Davidson 
County Chancery Court had overruled 
the commission. They represent an aver- 
age increase of 16.27 per cent over the 
former rates. 


Virginia 


Transit Company May Quit 

de Virginia Transit Company last 

month advised the Norfolk city 
council that, under the proposed fare 
structure recommended by City Manager 
C. A. Harrell, it must abandon operations 
in Norfolk. 

“We cannot afford to risk any further 
losses by adopting experimental fares 
which, in our considered judgment, are 
inadequate,” said Don S, James, Virginia 


Transit Company vice president and gen- 
eral manager, 

The company proposed, said James, to 
offer its entire facilities for sale to the 
city or the port authority, or any city- 
approved private operator, “who will be 
willing to operate on the fares as pro- 
posed in the recommendations of the city 
manager.” . 

If a sale cannot be consummated, it will 
be necessary to liquidate its property 
after six months’ notice, he said. 


Wisconsin 


Antistrike Statute Amendment 
Killed 


i by: state assembly last month killed 
a bill which opponents claimed was 
aimed at invalidating the 1947 utility 
antistrike law. 

The measure, earlier advanced to with- 
in a step of final passage, failed to pass 
by a 1-vote margin, 42 to 41. 

It would have repealed the provision 
in the present law which requires arbi- 


trators to “consider” prevailing wage 
rates, value of services, and other factors 
in establishing a fair pay scale for utility 
workers. 

Assemblyman Vernon Thomson, who 
turned the scales against the bill after the 
assembly had first refused to kill the 
measure, said the law probably would be 
unconstitutional without the prevailing 
wage rate provision, because it would not 
give sufficient standards for arbitration. 
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Rate Increase Not Supported by Needs of 


Nation-wide Telephone System 


se Idaho commission denied an ap- 
plication for authority to raise tele- 
phone rates on the ground that the 
increase would result in inequities and 
that proper balancing required that rates 
be not in excess of the value of service. 
The company’s proof of need for higher 
rates did not rest so much on a fair re- 
turn as upon the asserted need of addi- 
tional earnings to support the financial 
condition in the Bell Telephone system 
as a whole. 

The company claimed that this finan- 
cial condition would be comparable in 
earnings, dividends, and provision for 
surplus to industry generally and would 
provide new capital financing. Capital 
financing, the company contended, was 
necessary to provide the additional plant 
and facilities required to furnish ade- 
quate and normal service, The commis- 
sion rejected this approach to the deter- 
mination of necessary revenues. 

The commission based its decision 
upon the intrastate portion of the busi- 
ness, although it said that this should not 
be construed to mean that it agrees that 
it could not use the total system opera- 
tions if, in its judgment, the public in- 
terest so required. Consideration was 
given to the fact that purely financial 
requirements are subject to modification 
in that rates must be reasonable to both 
the utility and the public in the light of 
present service and the value of property 
presently devoted to that service. 

Future additions to plant or the need 
of them, the commission held, could not 


JULY 7, 1949 


be a basis for present rates. Furthermore 
it said, anticipated future improvements 
to service could not be considered 3 
justification for increases, The commis 
sion believed that the question of ade 
quacy and quality of service, as a matte 
solely within the operational and financia 
responsibility of the utility, was inheren 
in the determination of the reasonable 
ness of present rates. 

The commission said that revenue re 
quirements must be reasonable from the 
standpoint of the nature of a utility 
operation. Requirements of other busi 
nesses seem to be a comparative facto 
only, not an infallible measuring device 
Any comparison must give recognitio 
to the comparative risk of speculatio 
involved in ordinary stocks and bond 
and the investment nature of utility 
securities, as well as the relative steadi 
ness of utility earnings and dividend 
through both economic peaks and de 
pressions, 

The exhibits in this case showed ex 
treme fluctuations of profits and divi 
dends of business and manufacturing 
companies while earnings and dividend: 
of the telephone company had been rela 
tively level and steady during corre 
sponding periods, The commission ob 
served that revenue requirements of 3 
public utility must achieve a rate struc 
ture based on stability, not a fluctuating 
structure that will react to every eco 
nomic change. Re Mountain State 
Teleph. & Teleg. Co. (Case No. F-1400 
Order No. 1986). 
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Telephone Companies Not Required to Permit 
Attachment of Automatic Fire Alarm Device 


ELELARM CorRPORATION filed a com- 

plaint with the California commis- 
sion to require certain telephone com- 
banies to permit the use of telephone 
service for fire emergency calls by a 
nechanical device and to determine in- 
tallation fees. This company had devel- 
pped an automatic system which it 
lesired to manufacture and install in 
elected communities and sell to the gen- 
ral public. The commission, describing 
e system, said: 


The instrument requires the use of 
the general service telephone facilities 
of the defendants for its operation, 
which it briefly outlined as follows: 
Thermo detectors are installed in ceil- 
ings and other strategic locations in 
office buildings, stores, garages, ware- 
houses, private homes, and, in fact, 
in all types of buildings subject to fire 
hazard. When a specific temperature 
is reached, a low-voltage open circuit 
is closed by the reaction of the thermo 
detectors which starts a mechanical 
device that makes a connection to a 
telephone line, dials a number, plays 
a recording which reports the location 
of the fire, breaks the connection and 
redials and repeats the recording and 
continues this operation for four 
minutes. The telephone number dialed 
is a central station agency, operated by 
complainant, which notifies the nearest 
fire-fighting agency. Telephone cir- 
cuits are the usual exchange and toll, 
general subscriber circuits maintained 
for 2-way conversations. 


Advantages of the possible use of such 
device, if determined to be practicable, 
ere said to be obvious; but the com- 


e 


mission said that its paramount con- 
siderations had been the factors of de- 
pendability and reliability of operation. 
It would not be in the public interest to 
allow the promiscuous attachment of 
mechanical devices on instruments 
throughout the statewide telephone sys- 
tem if that might become a hazard to the 
proper working of the highly sensitive, 
technically operated, and complicated 
system, 

The commission dismissed the com- 
plaint without prejudice on a finding that 
operations of the telelarm might inter- 
fere with the normal function of the 
telephone system at large, that if delays 
were encountered the predetermined 
sequence operation of the telelarm might 
be wholly inadequate and a recorded 
message might never be received and a 
fire might not be reported, that a false 
sense of security would be created in 
the mind of the subscriber to the service 
and the primary purpose of the instru- 
ment would be ineffectual. 

Other engineering objections were 
testified to by witnesses for the com- 
panies, and evidence was presented in- 
dicating that although the National 
Board of Fire Underwriters had not ap- 
proved the telelarm, it had not disap- 
proved it either, But it had published 
regulations indicating a preference for 
the use of closed circuits which signal an 
alarm when open, and the use of circuits 
over which only alarms of fire or alarms 
indicating the operation of fire protection 
equipment are transmitted. The telelarm 
did not comply with those recommenda- 
tions. Telelarm Corp. v. Pacific Teleph. 
& Teleg. Co. et al. (Decision No. 42813, 
Case No, 4982). 


Tax Clause in Gas Rate Schedule Disallowed 


HE Massachusetts department or- 

dered a gas company to delete a tax 
ause from its rate schedule. The tax 
ause had been inserted as a precaution 


against the possibility of the imposition 
of a grade revenue tax under pending} 
legislation. The department refused to 
permit utilities to hedge against such in- 
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creased costs by means of an escalator 
clause, except in the case of fuel costs. 

The proposed schedule provided for 
the submission of estimated bills when 
meters were inaccessible, The customer 
would be charged a dollar in the event 
he should subsequently call for an accu- 
rate reading, provided the actual reading 
exceeded the estimate. The department 
did not believe there was adequate justifi- 
cation for this charge, 

The company’s revenue estimates also 
included an estimated loss in merchan- 
dising and jobbing activities. The depart- 
ment held that this loss was an improper 
charge against utility operations. 

The estimate of the company’s operat- 
ing expenses also included an item for 
amortization of costs of conversion for 
use with propane of customers’ appa- 
ratus. The company’s estimate was put 
on a 10-year basis, and the department 
held that this expense should be put on 
a 15-year basis. 

The presently effective rate schedule 
provides for a straight 5 per cent dis- 


count for prompt payment on all bills 
except for house heating. The proposed 
schedule, however, contemplated dis- 
counts of 1 cent per unit in the propane 
schedules and 2 cents per unit in the 
butane schedules. This, the commission 
pointed out, was a much higher discount, 
percentagewise, than the presently effec- 


tive discount, amounting to from 5 perfies 


cent on certain steps to 15.4 per cent 
on the last step in the company’s several 
schedules, 

The department has indicated that it 
disapproves of discounts in general, and 
particularly discounts so large as to be 
regarded as penalties. It said that a dis- 
count low enough to avoid illegal penal 
ties would not serve the purpose of ex 
pediting collections. The company’ 
accrual for uncollectible accounts was no 
excessive and the department could se 
no purpose to be gained. in retaining thé 
discount provisions in the new sched 
ules. Consequently, it ordered the ne 
rates only to be billed. Re Buzzards Bay 
Gas Co. (DPU 8496). 


7 


Original Cost in Excess of Purchase 
Price Allowed As Rate Base 


g t- Louisiana commission author- 
ized an increase in telephone rates, 
ordered the company to use the uniform 
system of accounts for telephone utili- 
ties, and required that every effort be 
made to extend facilities as soon as ma- 
terials should be available. The owner 
was required to pay particular attention 
to the installation of public pay stations 
wherever required and economically 
feasible. 

The present owners had purchased the 
plant at a price somewhat less than 
original cost. This, however, was deemed 
immaterial as it was ruled that the value 
of a plant for rate-making purposes is 


the original cost when first devoted t 
public use, plus the cost of currem 
additions. 

A question was raised regarding span 
switchboard positions, but the commis 
sion pointed out that owners of a utilit 
are entitled to a return on the mone 
prudently invested in property used a 
useful. Plant that had been purchase 
and installed for reserve capacity for 
reasonable foreseeable future, said t 
commission, should be included in t 
rate base. 

A rate of return at 6 per cent annual] 
was called reasonable. Re Peranio (O 
der No. 5048, No. 4960). 


e 


Approval of Holding Company Reorganization Withdrawn 


HE Securities and Exchange Com- 
mission revoked its previous order 
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approving a holding company reorga 
zation plan where the company was 
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ble to effect the sale of debentures 
within the framework contemplated by 
he plan and where no reasonable pros- 
bects for such sale were found to exist 
n the presently foreseeable future. 

The corporate structure of the com- 
bany was said to be unnecessarily com- 
-Mlex. The entire voting control was 
rested in the common stock, which had 
ho equity in its assets or earnings. 


REGULATION 


The commission ordered the company 
to reorganize so that control would be 
vested in a common stock having a sub- 
stantial stake in the enterprise and rep- 
resenting the entire equity. It reserved 
jurisdiction over the amount of debt 
which might be appropriate in the 
security structure. Re American & 
Foreign Power Co., Inc. et al. (File 
Nos, 54-111, 59-12, Release No. 9044). 


e 


Problems to Be Solved Are Indicated When 
Telephone Rate Increase Granted 


HE New York commission granted 

a temporary rate increase for intra- 
ate exchange and toll telephone service 
ending further investigation of pro- 
osed permanent rates. An 8 per cent 
rcharge was allowed to be applied to 
trastate exchange service, and the au- 
orized toll schedule was designed to 
roduce an increase of approximately 10 
er cent in revenues. 
The application was based upon the 
reat demand for service and postwar 
‘:pansion, Witnesses for the company 
iterated the belief that present earn- 
gs should be increased so that addi- 
onal equity capital could be attracted. 
estimony indicated that the company 
id used all funds available from its own 
purces for the construction necessitated 
y the unprecedented demand for service. 
The commission observed that the ex- 
nsion of the telephone industry, and 
e resultant requirements for large capi- 
l expenditures, as compared with the 
rewar era, was not a situation unique in 
is state. It pointed out that the com- 
hnies of the Bell Telephone system had 
pceived rate increases in every other 
ate, Nevertheless, it stated, this fact 
pes not require an increase here unless 
he proof justifies it. 


The commission, in considering pay- 
ments made by the company to its parent 
company under a license contract, stated 
that it has always taken the position that 
services performed by an affiliated com- 
pany should be furnished on the basis 
of reasonable cost, The record indicated 
that there might be factors beyond 
reasonable cost entering into the charges 
made by the parent company which 
would bear further investigation. 

No increase was requested for local 
service from public and semipublic 
pay stations. The company said that 
present coin boxes were not so designed 
that the additional charge could be col- 
lected. The commission advised that if, 
in fixing final rates, it determined that 
public telephone charges should be in- 
creased, the company should not be per- 
mitted to increase its rates to others sole- 
ly because it had not provided means 
to collect adequate revenue from the 
users of this type of service. It deemed 
it desirable to put the company on notice 
that it should be prepared if the occasion 
should arise to collect whatever addi- 
tional revenue might result from any 
eventual increase granted in coin box 
rates. Re New York Teleph. Co. (Case 
14131). 


e 


Spotty Service Record Limits Rate Increase 


HE Missouri commission refused to 
allow a small, privately owned 
lephone company the rate increase 
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which it had requested, where it ap- 
peared that the proposed rates would 
yield an excessive rate of return and that 
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the company’s service record in the past 
had been spotty. 

The evidence in the case showed that 
the present owners had purchased the 
system for $2,500 in cash in 1946 and 
in 1948 had earned $112.40 on this in- 
vestment. It appeared, however, that not 
all of the property acquired by this pur- 
chase was used in rendering service to 
the public, since the purchase included 
a 6-room frame house and four vacant 
lots. 


e 


The commission allowed a modifie| 
increase to permit the company a littl 
greater return on its investment “in th 
hope that the proceeds therefrom wi 
contribute toward an improvement in th 
standard and continuity of the service. 
The commission admonished the owne 
that future applications for rate increase 
would be viewed more favorably if i 
the meantime service were material 
improved. Re Wentworth Teleph. C 
(Case No, 11,570). 


Broad Jurisdiction of Federal Commission 


Over Service Upheld 


‘La United States Court of Appeals 
affirmed a decision that the Michi- 
gan Consolidated Gas Company could 
not appropriately sue in court to compel 
the Panhandle Eastern Pipe Line Com- 
pany to perform a contract for delivery 
of natural gas. The court ruled that ad- 
ministration of the Natural Gas Act is 
for the commission and not the court. 

Arguments had been made that the 
commission lacked power to regulate 
enlargement of service as distinguished 
from extension of service. It was urged 
that since this was not a matter for the 
commission, it was a proper matter for 
action by the court. 

It was said to be idle to argue that 
the court must accept the company’s 
designation of the construction desired 
as an enlargement, because at the hearing 
below there was no controversy about 
it, The commission challenged the desig- 
nation, But in any event, the court was 
dealing with a question of jurisdiction 
and it is axiomatic that jurisdiction may 
not be conferred upon a Federal court 
by consent. 


But whatever might be the limi 
placed by the act upon the authority o 
the commission in other respects, it wa 
said to be clear that its authority in r 
spect to undue preferences or advantag¢ 
was without limitation. The commissia 
has power to determine whether co 
struction and operation would have 2 
adverse effect on existing rates an 
services. Adequacy and impartiality ¢ 
service, said the court, are within com 
mission control. 

If the commission has no authority 
order adequate service in view of 32 
the conditions and circumstances it 
volved, the basic purpose of the Natur 
Gas Act fails of realization. The cout 
could attribute to Congress no purpo 
to withhold from the commission contr 
over services. The power to prevet 
preferences and discrimination, both 4 
between individuals and classes, carrif 
with it by necessity and inescapable ir 
plication authority to regulate servi 
Michigan Consolidated Gas Co. v. Pa 
handle Eastern Pipe Line Co. 173 F 
784. 


Company Objection to Lower Electric Rate 
Does Not Bar Higher Gas Rate 


a protests by verbal and 
written statements, by letters, and 
by petitions against an interim increase 
in gas rates charged by the Consolidated 
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Edison Company of New York we 
denied by the New York commissio 
Reversion to prior rates, the commissi 
said, would mean the furnishing of gi 
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to certain customers at less than the cost 
of production. It would mean preferen- 
tial treatment of such consumers. 

No doubt the greater cost of living, 
higher charges for practically all com- 
modities and essentials, had been a shock 
and a hardship upon many individuals. 
New gas consumers, faced with the first 
rate increase (still lower proportionately 
than increases experienced by coal or 
oil users), felt the effect more keenly 
because the gas rate change did not come 
gradually, But, however one might 
sympathize with consumers feeling the 


sudden impact of higher rates, the com- 
mission could not direct the company to 
supply gas at less than cost. 

The company had accepted the interim 
gas rate increase but was contesting 
in the courts an order to lower electric 
rates. 

The state commission said that “how- 
ever reprehensible the anomalous posi- 
tion taken by the company as to gas and 
electric rates may be,” nevertheless the 
commission could not order gas service 
at less than cost. Re Consolidated Edison 
Co. of New York, Inc. (Case 13423). 


e 


Commission Has Power to Fix Rates in Home-rule City 


"' Michigan Supreme Court has 
upheld the power of the state com- 
mission to fix rates for natural gas serv- 
ice in the city of Big Rapids, although 
that is a home-rule city in which the com- 
pany operates under a franchise giving 
a city commission the right by ordinance 
to fix maximum rates. 

At the outset the court disposed of 
a contention that the ordinance, passed 
in 1931, applied only to manufactured 
gas. It did refer to manufactured gas 
in the first section, but in later sections 
it applied to gas without restriction. The 
court found nothing in the ordinance in- 
consistent with the conclusion that it 
might be considered to refer to natural 
as well as manufactured gas. Moreover, 
the parties by their own conduct had 
placed such a construction on the fran- 
chise, 

The 


company had exercised the 


right to use public streets for natural 
gas service. 

The present public utility law gives 
the commission power to regulate all pub- 
lic utilities except municipally owned 
utilities and “except as otherwise re- 
stricted by law.” The court rejected a 
claim by the city that an ordinance in 
itself “regulates” rates to be charged for 
natural gas in the city. The ordinance 
directs the city commission to fix, from 
time to time, the maximum net rate. 

The court said that conceding, but not 
deciding, that the city commission had 
the right by ordinance to fix a reasonable 
schedule or maximum rate, the city com- 
mission did not do so. Furthermore, 
while this was a home-rule city, its 
charter powers must be exercised subject 
to the Constitution and general laws of 
the state. City of Big Rapids v. Michigan 
Consolidated Gas Co, 37 NW2d 136. 


State Law Affecting Interstate Commerce Upheld 


"hea United States Supreme Court by 
a bare majority upheld a California 
statute penalizing certain motor carrier 
operations, The matter had been brought 
to the nation’s highest court by parties 
convicted of violating the state law. 
The statute made the sale of arrange- 
ment of any transportation over the pub- 
lic highways of the state a criminal 
offense if the transporting carrier lacked 


a permit from the Interstate Commerce 
Commission. The defendants were the 
operators of a “share the ride” travel 
bureau which arranged rides for the 
traveling public, providing drivers with 
riders and riders with drivers. The trips 
frequently crossed state lines. 

The defendants admitted their activity 
in violation of the state law but con- 
tended that when the Interstate Com- 
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merce Commission in 1942 removed this 
type of “casual transportation” from the 
list of motor carrier services exempted 
from its regulations and imposed a 
penalty on such unauthorized activity, 
the state statute became invalid. 

The majority of the court pointed out 
that the fact that both a Federal regula- 
tion and a state statute make the same 
activity unlawful does not necessarily 
render the state statute invalid. Con- 
gressional intent to displace local law 
by uniform Federal regulation must be 
apparent. The majority held that no such 
intent had been shown. 

The principal basis for the dissenting 
opinion was that the burden of proof 


7 


should have been on the state instead of 
on the operators. The minority held that 
when Congress has lawfully exercised 
its legislative supremacy in one of its 
allotted fields, such as interstate com- 
merce, and does not accompany that ex- 
ercise with an indication of its consent 
to share it with the states, the burden 
of overcoming the Federal law is upon 
any state seeking to do so. Consequently, 
the minority concluded, the state should 
have been required to show that Congress 
was willing to share its authority with 
the state instead of requiring the travel 
agency to show a congressional intent 
to displace state legislation entirely. 
People of California v, Zook et al. 


Company Forced to Borrow, Allowed Rate Increase 


ihe: Wisconsin commission approved 
a telephone company’s application 
for a rate increase where the company, 
because of insufficient revenues, had 
found it necessary to borrow money to 
pay wages and bills for materials and 
would be required in the near future to 


2 


build two new lines to serve new sub- 
scribers and relieve loaded circuits. 

The rates approved would permit the 
company a 2.1 per cent return on its 
rate base, which the commission con- 
sidered reasonable and lawful. Re Ogema 
Teleph. Co. (2-U-2978). 


Order Permitting Airport Near Main Line Railroad Reversed 


versed a State Aviation Commis- 
sion order permitting the operation of an 
airport in close proximity to the main 
line track of a railroad. 

The railroad had protested vigorously 
against the establishment of the airport 
and had pointed out that it would be 
a serious hazard to the millions of 
passengers served annually by its elec- 
trically operated trains, 

The commission, after an informal 
hearing of unsworn witnesses, overruled 
the objections on the ground that “they 
were without merit consistent with Fed- 
eral Civil Aeronautics Administration 


"T “HE New Jersey Supreme Court re- 


standards for safe operation of aircraft.” 

The court did not feel that such a find- 
ing met the statutory requirement of be- 
ing in sufficient detail to permit an 
appellate court to determine whether 
proper weight was given to the evidence. 

Two further errors on which the court 
based its reversal were the participation 
in the decision by a commissioner who 
did not hear the evidence at the hearing 
and the fact that the report of an inspec- 
tion of the site of the proposed airport 
was considered without being made a part 
of the record. Pennsylvania R. Co. v. 
New Jersey State Aviation Commission 
et al, 65 A2d 61. 


Equipment Company Allowed to Recapture Generator 


MN electric utility was ordered to dis- 
continue service and its certificate 


JULY 7, 1949 


was canceled where, in a proceeding 
brought by the Colorado commission, it 
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appeared to be operating at a substantial 
loss, 

The company’s principal source of 
energy was a Diesel engine which it had 
purchased under a time-payment con- 
tract. It was in arrears on payments, and 
the equipment company was about to 
foreclose the lien on the engine. The loss 
of the engine necessarily involved a dis- 
continuance of service. 

The commission ruled that the equip- 
ment company should not be barred from 


recapturing its property since the utility 
had so few customers and such a small 
amount of revenue that operations could 
not be conducted in such a manner as 
would enable it to pay for its equipment. 

Public convenience and necessity for 
the service, the commission concluded, 
was not so great as to require that it be 
continued at the expense of the owners 
of the equipment. Re Elk Springs Land 
Co. (Case No. 4994, Decision No. 
32732). 


e 


Village’s Wishes Not Followed in Crossing Matter 


TS petition of a village for the 
establishment of a grade crossing 
was rejected by the Wisconsin commis- 
sion. The commission observed that the 
village had expressed its intention to es- 
tablish the crossing and appeared to con- 
sider that its expression carried with it 
a direction to the commission. 

The commission pointed out that it had 


7 


received jurisdiction over crossings by 
legislative delegation and that the vil- 
lage’s desires in no way affected its 
authority. 

In denying the petition, the commission 
ruled that the crossing would create a 
hazard to the public far outweighing 
convenience to residents of the area. Re 
Village of North Prairie (2-R-2012). 


Lease of Bankrupt Carrier’s Certificate Approved 


2 Colorado commission approved 
the assignment of a motor carrier’s 
certificate where the record indicated 
that the proposed lessee was a qualified 
operator of satisfactory financial stand- 
ing, 

The holder of the certificate had 
seriously defaulted in his obligations to 


serve the public and was in critical 
financial condition. 

The commission imposed a condition 
that any money paid under the lease be 
placed in the hands of a trustee for the 
benefit of creditors of the certificate 
holder. Re Shultz (A pplication No. 9887- 
PP, Decision No, 32526). 


Other Important Rulings 


‘tae supreme court of Texas affirmed 
a state commission order prohibit- 
ing the production of either oil or gas 
from certain oil fields until all the gas 
produced was made available for one or 
more lawful uses as set up in a state 
statute designed to discourage the wast- 
ing of oil and gas, when it appeared that 
the order was reasonably supported by 
substantial evidence and was neither 
discriminatory, unreasonable, nor arbi- 
trary. Railroad Commission v. Sterling 


Oil & Refining Co. 218 SW2d 415. 


The United States Supreme Court 
denied, without opinion, motions to stay 
the execution of a plan for dissolution 
of a holding company under the Holding 
Company Act pending determination of 
appeals to a court of appeals from an 
order of a district court enforcing the 
plan, although two dissenting justices 
said the appeals would become nugatory 
if before their disposition the plan 
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should be executed, and the court of 
appeals should not have denied a stay 
without considering whether the appeals 
had merit. Re Electric Power & Light 
Corp. 


The New Jersey Board of Public 
Utility Commissioners upheld a com- 
plaint of a county against a railroad’s 
failure to repair a crossing bridge but 
pointed out that its authority is limited 
to directing the maintenance and repair 
of the bridge in a manner consistent with 
public safety to the extent that the bridge 
spans the railroad right of way. Bergen 
v. West Shore R. Co, (Docket No. 
4234). 


The United States Circuit Court of 
Appeals dismissed a motor carrier’s Dill 
to enjoin the alleged unauthorized opera- 
tion of a competitor where service was 
being rendered under two separate per- 
mits which had been consolidated into 
a new certificate by the Interstate Com- 


merce Commission, and the court stated 
that under such circumstances the carrier 
does not have to prove a public need for 
the through service. Century-Matthews 
Motor Freight v. Thrun (1949) 173 F2d 
454. 


The Massachusetts commission held 
that a water company purchasing its 
customers’ meters which are now useless 
and which had been originally installed 
at the expense of the customers may not 
charge that expense over a 3-year period 
against depreciation and use it as the 
basis for a rate increase. Re Auburn 
Water Co. (DPU 8232). 


The Pennsylvania commission, in 
denying a petition for rehearing of a rate 
case, stated that it need not make a de- 
termination in dollars of the fair value 
of a utility’s property in all rate cases. 
Public Utility Commission et al. v, Edi- 
son Light & P. Co. (Complaint Docket 
Nos, 14199, 14204, 14236). 
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NEW JERSEY BOARD OF PUBLIC UTILITY COMMISSIONERS 


Re New Jersey Bell Telephone Company 


Docket No. 4097 
April 11, 1949 


I NVESTIGATION of proposed telephone rate increases; proposed 
rates disapproved but rate increase authorized. 


xpenses, § 99 — Wage increase — Adjustment — Decreased employment — 
Lower taxes. 

1. A claim for an additional operating expense allowance because of wage 
increases established by awards of state appointed arbitration boards should 
be revised downward, when based upon the number of employees and social 
security taxes in effect at the time of the wage increases, if there has been 
a subsequent decline in the number of employees and a reduction in the rate 
for unemployment compensation taxes, p. 103. 


aluation, § 413 — Current cost appraisal — Evidence. 

2. No probative force can be given to evidence as to a current structural 
value rate base when the witness responsible for preparation of an appraisal 
based it largely upon calculations involving the use of price indices not pre- 
pared by him, the persons who prepared the indices were not called as wit- 
nesses, cost of items when first installed was multiplied by a conversion 
factor not established by competent evidence, allowance was not made for 
the lower cost of wholesale construction, and the existence of obsolescence 
was recognized only in items scheduled for replacement, p. 105. 


aluation, § 36 — Measure of rate base — Investment. 


3. The investment approach was adopted in the determination of a rate 
base where evidence as to a current structural value rate base had no proba- 
tive force, p. 105. 

aluation, § 67 — Determination of investment rate base. 
4. The investment rate base of a telephone company. was determined by 
ascertaining total plant value, deducting reserve for depreciation, and add- 
ing materials and supplies and allowance for working cash capital, p. 106. 


luation, § 224 — Plant under construction. 
5. Amounts expended for plant under construction are not includible in the 
investment rate base when a company follows the practice of capitalizing 
interest during construction, p. 106. 

pluation, § 224 — Plant under construction — Transfer to plant in service. 
6. No over-all overstatement of rate base results from the transfer of a 
completed exchange building to plant in service upon its completion, but 
before a new telephone exchange is actually placed in service, if the com- 
pany then ceases charging interest during construction, p. 107. 


pluation, § 215 — Land held for future use. 
7. Parcels of land owned by a telephone company which has no definite 
plans for their future use should not be included in the rate base, p. 107. 
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Valuation, § 302 — Materials and supplies — Construction materials. 

8. Average investment by a telephone company in materials and supplie 
for a particular year should be reduced when many items included in thi 
account are used both in construction and in operation, such materials an 
supplies are not tagged separately for construction and operational purposes 
and the company has been engaged in an extensive construction prograr 
during which its investment in materials and supplies has reached an all-ti 
high, p. 108. 


Valuation, § 299.1 — Working capital — Tax accruals as offset. 
9. Federal income tax accruals are properly recognized as an offset again 
cash working capital requirements, but the availability of calculated amoun 
of such tax accruals should be considered in the light of differences in aj 
cruals under present rates and those rates which would produce an approve 


rate of return, p. 109. 


Valuation, § 299.1 — Working capital — Offsets — Federal excise taxes — Soci 
security taxes. 
10. Moneys collected or withheld by a telephone company, representing Fe 
eral excise taxes and employee contributions for social security taxes pent 
ing the turning over of such funds to various governmental agencies fi 
whose account such tax collections are made, are not available as an offs 
to cash working capital requirements, p. 109. 


Expenses, § 12 — Unusual storm — Amortization. 
11. Unusual expenses resulting from an ice storm in one year should | 
adjusted, for the purpose of testing rates, to reflect only one-fifth of sug 


expenses where it is shown that such severe storms have not on the avera 
been experienced more often than at intervals of five years, p. 110. 


Expenses, § 12 — Unusual rate changes. 
12. Extraordinary expenses associated with the introduction of drast 
changes in rates should be adjusted to reflect only one-fifth of such expens¢ 
for the purpose of testing the reasonableness of rates, in the light of pa 
intervals between such drastic rate changes, p. 111. 


Expenses, § 26 — Advertising — Alternative publicity. 

13. Advertising expenditures pertaining to proposed telephone rate chang: 
publicizing a company’s construction program, and advertising relating 
quality of service should not be eliminated from operating expenses, on f 
ground that the company could have provided customers with informati 
in its informational bulletin accompanying monthly bills for service, wh 
it is necessary to make information available to all customers at the sa 
time or at times other than bill delivery dates, p. 111. 


Expenses, § 12 — Unusual advertising expense. 


14. Only a part of unusual or nonrecurring advertising expenditures pé 
taining to proposed rate cases publicizing a construction program and adv¢ 
tising the quality of service was allowed as an operating expense for { 
purpose of testing the reasonableness of rates, p. 111. 


Expenses, § 142 — Soliciting directory advertising — Savings under new contro 


15. Savings in the expense of soliciting directory advertising which 1 
result from a neW contract with a telephone company’s advertising ages 
should be reflected in operating expense allowance, p. 112. 
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xpenses, § 140 — Telephone company — Business expense reduction. 
16. A reduction in telephone company expenses resulting from changes in 
business practices, such as closing offices on Saturdays and introduction of 
“rack sorting” of toll tickets, should be reflected in operating expense al- 
lowances for rate making, p. 112. 


xpenses, § 140 — Telephones — Dial conversion cost. 
17. Dial conversion costs of a telephone company should be allowed as an 
operating expense, instead of being treated as nonrecurring items, for the 
purpose of testing the reasonableness of rates, when completion of the dial 
conversion program will require many years and such costs will necessarily 
continue to be experienced for some time in the future, p. 113. 


xpenses, § 87 — Payment to parent company — Telephone license contract — 
Approval of contract — Cost basis. 

18. A payment by a telephone company to its parent company, under a 
license contract, for services and for the exercise of certain privileges and 
licensing arrangements should not be disallowed as an operating expense 
on the ground that the company has not obtained the Board’s approval of 
the contract, where the services are in the main valuable and beneficial to 
the company and its customers; a fair allowance representative of the cost 
of rendering such services is properly includible in operating expenses, 
p. 113. 

xpenses, § 53 — Taxes on unused property. 
19. A claimed allowance in operating expenses for ad valorem taxes should 


be reduced to exclude taxes related to parcels of land excluded from the rate 
base as not presently used and useful, p. 114. 


“xpenses, § 49 — Service pension accruals — Freezing charge. 


20. A part of the interest costs associated with arresting the growth of the 
unfunded portion of the actuarial pension reserve requirement, commonly 
referred to as the “freezing charge,” was eliminated from operating ex- 
penses in a rate proceeding, p. 114. 


xpenses, § 46 — Contributions and donations. 
21. Contributions and donations by a telephone company to various chari- 
ties are not chargeable to customers and should be disallowed as an operating 
expense, p. 114. 

penses, § 112 — Franchise taxes — Adjustment for abnormal year. 
22. The amount of franchise taxes paid by a telephone company in a year 
used to test the reasonableness of rates should be adjusted when revenues 
were subnormal during that year, because of a work stoppage, and do not 
reflect a rate increase, p. 115. 


wpenses, § 109 — Social security taxes — Reduced rates. 
23. A claim for social security taxes as an operating expense should be ad- 
justed to reflect a reduction in the state unemployment compensation tax 
rate which has become effective, p. 115. 


pportionment, § 7 — Telephone company — Change in procedure — Burden of 
proof. 

24. A change in the procedure for separation of toll private line service 

from that followed by a telephone company and adopted by the Board in 

an earlier proceeding, having the effect of reducing the indicated rate of 

return from intrastate business, should be disapproved when the company 
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fails to sustain the burden of proof as to the reasonableness of the change 
but merely claims that the new method is “more correct” than the previous 
method, which was in accordance with the separations manual promulgated 
by the joint Federal Communications Commission—National Association of 
Railroad and Utilities Commissioners Cooperative Committee on Telephong 
Regulatory Problems, p. 115. 


Return, § 26 — Future capital costs. 
25. The Board’s function is to prescribe rates designed to produce reasona 
ble results in the immediate future, and it cannot, in considering the adequacy 
of return, consider various possibilities as to cost of capital twenty yea 
hence as indicated by testimony as to the refunding position of a compan 
if the cost of debt capital should be materially higher, p. 117. 

Return, § 25 — Stability of industry — Improper comparisons. 
26. The relative stability of telephone utilities and other industries such a 
electric utilities, as a factor in determining a reasonable return allowancg 
is not properly shown by comparisons of return without regard to low i 
terest-bearing debt in capital structures or by comparing trends of th 
number of electric customers and telephones in service, p. 118. 


Return, § 69 — Interstate and intrastate business — Telephone company. 


27. If the interstate business of a telephone company is so volatile as to cz 
for a relatively high rate of return, this burden should not be placed on t 


more stable intrastate business, p. 118. 


Return, § 111 — Telephone company. 


28. A rate of return of 5.6 per cent was held to be fair and reasonable fo 
a telephone company, p. 120. 


5d 


APPEARANCES: Thomas Glynn By the ComMIssIon: 


Walker, Joseph F. Autenreith, and 
F. Mark Garlinghouse, for the New 
Jersey Bell Telephone Company; 
Walter D. Van Riper, Attorney Gen- 
eral, Frank H. Sommer, Daniel de- 
Brier, and Joseph Harrison, Deputy 
Attorneys General, for the state of 
New Jersey; John J. Kirby, for the 
United States of America, through 
the Treasury Department, Bureau of 
Supply; Harry A. Pine, for the city 


Institution of the Proceeding 

The New Jersey Bell Telephon 
Company (hereinafter sometimes 
ferred to as “company” or “New Je 
sey Bell’) filed with the Board und 
date of September 14, 1948, a rey 
sion of its exchange and intrasté 
toll tariffs to become effective on O 
tober 15, 1948. The revision provid 
for increases in basic exchange te 
phone rates, intrastate message ti 


of Newark; Charles Joelson, for the 
city of Paterson; Henry Mayer and 
Abraham Weiner, for Telephone 
Workers Union of New Jersey, Com- 
munication Workers of America, New 
Jersey Traffic Division No. 55; Joel 
R. Jacobsen, for New Jersey C. I. O. 
Council ; George G. Hyde, pro se. 
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telephone rates, charges for equipmet 
service connection, and miscellaneo 
charges. The company estimates 

the proposed rates would produce 3 
ditional gross revenues of appro! 
mately $16,036,000 annually ba 
upon estimated volume of business 
1948. The Board, acting under ; 
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thority of Rev Stats 48:2-21, initi- 
ated on its own motion a proceeding 
to hear and determine the question 
of the justice and reasonableness of 
the proposed rates and pending such 
hearing and determination, ordered 
their suspension. This proceeding was 
assigned Docket No. 4097. 

The company’s filing in this matter 
indicates that it gave customers no- 
tice of its intention to increase rates 
by means of bill inserts and newspaper 
advertisements. 


The 1947 Rate Proceeding 

The proposed increase in rates here 
t issue was filed with the Board only 
mine months after the company was 
permitted to place into effect a sched- 
ile of increased rates calculated to pro- 
luce $10,515,000 in additional annual 
evenues. Pursuant to the provisions 
of the Board’s decision dated Novem- 
yer 25, 1947, in proceedings assigned 
Jocket Nos. 2903 and 3236, 72 PUR 
1S 37 (hereinafter sometimes referred 
o as “1947 proceedings”), the last- 
1entioned increase in rates was per- 
litted to become effective on January 
BB, 1948, in lieu of increased rates pro- 

bosed by the company which called for 
Hen annual revenue increase of $16,- 
52,000. 

By stipulation of the parties the en- 
ire record, together with the briefs 
nd Board’s decision in the 1947 pro- 
edings, has been made a part of the 
ecord in this proceeding. 


ate Changes Proposed by the Com- 
pany 
The proposed rates would increase 
e local service charge for residence 
rlephone service 75 cents per month 
all communities served by the com- 
pny. The proposed monthly increase 
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in the local service charge for business 
customers amounts to 75 cents for 
rural service; ranges from one dollar 
to $4.50 for flat rate service; and 
ranges from one dollar to $1.50 for 
message rate service. A straight 5- 
cent charge to message rate customers 
for additional local message units is 
proposed in lieu of the present grad- 
uated charges which range from 5 
cents to 4.5 cents per additional mes- 
sage unit. 

In addition to the aforementioned 
increases in local service charges, the 
company’s proposal includes varying 
increases ranging up to approximately 
100 per cent in the charges for supple- 
mental service and facilities, connec- 
tion of service, moves and substitu- 
tion of facilities as well as in charges 
for intrastate toll calls. In the latter 


category charges for initial talking pe- 


riod for daytime station-to-station toll 
calls are proposed to be increased for 
most distances over 25 miles by either 
5 or 10 cents. In addition the com- 
pany proposes shortening the initial 
talking period for some distances and 
hence, in those cases the increases may 
be greater than heretofore indicated 
unless the customer can confine his 
conversation to the proposed shorter 
initial talking period. Also proposed 
are varying increases in overtime rates 
and in charges for night and Sunday 
and person-to-person calls. 

The only major service category for 
which no increases are proposed is local 
public telephone service. The present 
5-cent charge for local calls from public 
telephones (pay booths) is proposed to 
be continued largely for technical rea- 
sons related to unavailability of equip- 
ment to adapt coin collecting facilities 
to a higher rate level. 
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Alleged Need for Additional Revenues 

The company asserts it requires the 
additional revenues which its proposed 
rates are expected to produce “to en- 
able it to earn a fair return upon the 
fair value of its’ property used and 
useful in the public service; to enable 
the company to earn a return sufficient 
to assure confidence in the financial 
integrity of the company’s business 
and of the Bell Telephone System of 
which the company is a part; and 
to provide earnings to maintain its 
credit position and to attract sufficient 
new capital to finance its construction 
program.’ This is the identical state- 
ment in support of additional revenue 
requirements as that set forth in the 
company filing in the 1947 rate pro- 
ceeding. 

More specifically, however, the com- 
pany asserts in its brief that it has 
become necessary to seek additional 
revenues for the following reasons: 

“A. During 1948 substantial wage 
increases were awarded to about 80 
per cent of the company’s nonsuper- 
visory employees by statutory boards 
of arbitration appointed by the gover- 
nor of New Jersey; similar increases 
were granted to the remaining 20 
per cent of the company’s nonsuper- 
visory employees. The 1948 general 
wage increases and related expenses 
total approximately $6,367,000 an- 
nually. The intrastate expense por- 
tion of these wage costs is estimated 
at $4,388,000." 

“B. Extensive plant construction, 
despite the current high-cost levels, has 
been required to meet the demands for 
telephone service; the effect has been 


that the company’s average investment 
per telephone has climbed steadily up- 
ward. 

“C. The company requires a rate 
of return of at least 7 per cent in order 
to attract capital, maintain its credit, 
and operate successfully. Further- 
more, the cost of obtaining new cap- 
ital, which was one of the factors be- 
fore the Commission in the 1947 pro- 
ceedings, has increased substantially 
in the past two years.” ™ 


Participants in the Proceeding 

The company was vigorously op- 
posed in this proceeding by the state, 
appearing at the request of Governor 
Driscoll, through its Attorney General 
Walter D. Van Riper (succeeded dur- 
ing the pendency of this proceeding 
by Theodore D. Parsons) and Deputy 
Attorneys General Frank H. Sommer, 
Daniel deBrier, and Joseph Harrison. 

The United States Government, 
through its Treasury Department, also 
very actively opposed the company in 
this proceeding. It directed its oppo- 
sition largely to the company’s claimed 
allowance in rate base for cash working 
capital and to the company’s claim as 
to fair rate of return. In the main, 
other parties who appeared in oppo- 
sition to the company confined their 
participation to statements of their po- 
sition. 

The Board held public hearings in 
this matter in its offices at Newark 
on nine days between November § 
1948, and February 4, 1949. Ap 
pearances were entered in this cause as 
shown on the heading hereof. 


The company’s presentation in sup 





“11 Ex. P39. 

“12In addition to the factors mentioned, 
other operating expenses of the company have 
increased steadily during the postwar period. 
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Furthermore, revenues per telephone have d 
clined during the past three years while ex 
penses per telephone have increased.” 
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port of its filing and statements by 
representatives*of objectors consumed 
approximately two days. About five 
days were devoted by the state to the 
cross-examination of company wit- 
nesses and placing into evidence addi- 
tional information pertaining to the 
company’s operations not included in 
the company’s direct presentation but 
which information the state felt was 
vital to a proper determination of the 
issues herein. Approximately two 
days were devoted to direct testimony 
and cross-examination relating to mat- 
ters developed by representatives of 
the United States Government. 

In all, the record consists of 1,215 
pages of testimony and 230 exhibits. 
This is in addition to some 6,520 pages 
of testimony and 356 exhibits intro- 
duced in evidence in the 1947 proceed- 
ing which by reference, as heretofore 
1entioned, was made a part of the 
record in this docket. 


tatement of Issues 

The company has separated its 
laimed additional intrastate annual 
evenue requirement of $16,036,000 
nto three components, namely : 


. Additional intrastate revenues 
required to meet intrastate ex- 
pense portion of 1948 wage ad- 
justments 

p. Additional intrastate revenues 
required to bring the company’s 
rate of return, exclusive of ef- 
fect of wage adjustments re- 
ferred to in previous paragraph, 
to the 5.6 per cent level allowed 
by the Board in the 1947 rate 
proceeding 

. Additional intrastate revenues 
required to increase the rate of 
return from 5.6 per cent to at 
least 7 per cent (claimed by the 
company to be the fair rate of 
return level at this time) 


$4,620,000 


6,424,000 


4,992,000 
$16,036,000 


As to the first component, the state 


103 


and most other objectors agree that 
the company is entitled to additional 
revenues to meet the 1948 wage in- 
crease. The state, however, contends 
that the company’s computation of the 
amount of the increase is incorrect 
and that properly computed, the al- 
lowable amount is lower than that 
claimed by the company. 

With respect to the second com- 
ponent, the state appears to be in sharp 
disagreement with the company. This 
arises from the state’s contentions that 
company’s claim as to rate base is 
overstated, that certain items includ- 
ed in expenses by the company are of 
a nonrecurring nature or are other- 
wise not allowable, and that a change 
made by the company in the separation 
procedure followed by it in the 1947 
rate proceedings tends to understate 
intrastate earnings. 

As to the third component, namely, 
the additional revenue requirement re- 
sulting from company’s claim that the 
rate of return should be increased from 
5.6 per cent to at least 7 per cent, the 
state and other objectors take the po- 
sition that no significant changes have 
occurred since the Board’s decision in 
the 1947 rate proceeding, which war- 
rant an increase in the rate of return 
above 5.6 per cent. 

The Board has carefully studied the 
pleadings, testimony, exhibits, and 
briefs, and in the discussion which fol- 
lows will analyze the issues and pre- 
sent its findings. 


As to the Company's Claim for Addi- 
tional Revenues Based on The 
1948 Wage Increases 


[1] By far the most significant 
change in operating expenses experi- 
enced since the company was permitted 
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to place present rates in effect on Jan- 
uary 1, 1948, was that resulting from 
the 1948 wage increases. The pat- 
tern for these wage increases was es- 
tablished by awards of state appointed 
arbitration boards. In his opening re- 
marks the attorney general took the 
following position with respect to in- 
creases in operating expenses due to 
the aforementioned wage increases : 
“. . for practical purposes the 
state itself has imposed that additional 
obligation on the company. We must 
in good conscience say that the addi- 
tional operating expense~ which the 
company has incurred will be recog- 
nized in this application and to that 
extent we cannot oppose it. ‘ 
The company claims that the 1948 
wage increases will raise the level of 
intrastate operating payroll and re- 
lated expenses (service pension ac- 


cruals and social security taxes) by 


some $4,388,000 annually. While, 
as previously pointed out, the state 
interposed no objection to the re- 
covery by the company of the ac- 
tual cost of the wage increase, 
the state asserts that the company’s 
calculation of the effect of the wage 
increase as reflected in Exhibit P-39 
tends to overstate the actual cost of 
said wage increase and gives the fol- 
lowing reasons in support of its posi- 
tion: 

“1. The annual effect of the wage 
increase as computed by the company 
was based upon the number of em- 
ployees as of the effective dates, name- 
ly, July 21st and September 16th, of 
the wage increases in various depart- 
ments. The number of employees, 
however, has been declining, with the 
result that the company, as of Decem- 
ber 1, 1948, had fewer employees on 
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its payroll than the number upon which 
its calculation was based. 

“2. The company’s calculation of 
additional social security taxes result- 
ing from the wage increase was based 
upon a 1.8 per cent rate for New Jersey 
Unemployment Compensation taxes, 
whereas the rate applicable to the com- 
pany has since been substantially re- 
duced.” 

From an examination of the record 
and more particularly of the company’ 
monthly reports (in evidence by refer 
ence), Exhibit S-6 and testimony o 
the company’s assistant comptroller 
Aaron Wallace, it appears that th¢ 
state’s contentions aforementioned ar¢ 
fully supported. More specifically 
the record shows that the total number 
of persons on the company’s payro 
has been declining since the 1948 wag 
awards went into effect and that th 
company actually had 542 fewer per 
sons on its payroll on December | 
1948, than on the dates when the wag 
awards became effective. It furthe 
appears that New Jersey Unemploy 
ment Compensation taxes are over 
stated in Exhibit P-39 by approxi 
mately $56,000. As a result of th 
aforementioned infirmities in the co 
pany’s calculations pointed out by th 
state, it appears that the company’ 
estimate of the annual effect on intra 
state operating expenses of the 19 
wage increase is overstated 
$160,000 and the Board so finds. A 
cordingly, the company’s claim as 
the annual cost of the wage increas 
assignable to intrastate business w 
be revised downward from $4,388,00 
to $4,228,000. After giving due com 
sideration to the impact of franchi 
taxes on additional revenue requirt 
ments, it appears that $4,411,000 : 
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additional revenues would be required 
to recover the effect of the 1948 wage 
increases instead of $4,620,000 as 
claimed by the company. 


Experienced Return under Present 
Rates 


During the course of the proceeding 
the company introduced evidence 
which purported to indicate that in 
1948 it expected, under present rates 
and before the effect of the 1948 wage 
increases, to earn a return of 3.47 per 
cent on its claimed average net plant 
investment rate base (hereinafter 
sometimes referred to as “investment 
rate base’). This estimate by the 


company of rate of return was based 
upon the actual operating results for 
the first seven months of the year and 
an estimate for the last five months. 
When the actual results for the full 
Wyear 1948 became available, it appeared 


hat the company’s estimate aforemen- 
ioned was on the low side and that a 
rate of return of 3.7 per cent was 
earned on the company’s claimed in- 
restment rate base before giving ef- 
fect to the 1948 wage adjustments. 

As heretofore alluded to, it is the 
Wptate’s contention that present rates 
pre producing a higher rate of return 
han that stated by the company. The 
state’s contentions will be considered 
n connection with a discussion which 
ollows under the headings “Rate 
Base” and “Expenses.” 


Rate Base 


ompany’s Dual Approach 

[2,3] The company introduced in 
evidence two rate bases, one designated 
Bes the “investment rate base” and the 
Dther as the “current structural value 
ate base.” In the 1947 proceeding 
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(72 PUR NS 37), the company also 
introduced two rate bases—an “in- 
vestment rate base” and a rate base 
designated as the “current cost rate 
base.” The Board in its decision in 
the 1947 proceeding, after pointing out 
the infirmities of the current cost ap- 
proach and the inherent reasonableness 
of the investment approach, adopted 
the investment approach in its deter- 
mination of rate base. 

The current cost rate base intro- 
duced in the 1947 proceeding and the 
current structural value rate base in- 
troduced in this case represent efforts 
to arrive at current value, or what is 
sometimes referred to as cost of re- 
production, by different short cut 
methods. Basically, however, both 
methods are similar in that factoring 
up of investment as per books is re- 
sorted to in order to obtain current 
value. Here again as in the 1947 
proceeding the company’s current value 
approach is beset with many infirmi- 
ties of such a fundamental nature that 
no probative force can be given the 
evidence as to current structural value 
rate base. The more significant in- 
firmities are set forth in the state’s 
brief on pages 16-18, viz.: 


“Tt is the position of the state that 
the appraisal submitted in this case 
by the company is entitled to no evi- 
dentiary value since the company em- 
ployee responsible for the preparation 
of the appraisal, based it to a large ex- 
tent upon calculations involving the 
use of price indices which were not 
prepared by him, but which were fur- 
nished to him by the Western Electric 
Company and a firm known as Boeckh 
Associates. The company’s witness, 
Mr. Britton, frankly admitted on cross- 
examination that he had no part what- 
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soever in the preparation or develop- 
ment of these indices. The persons 
who prepared these indices were not 
called by the company as witnesses 
to explain their development or appli- 
cability in the present instance. It is 
axiomatic that an appraisal, developed 
as in this case by taking the cost of 
an item of property when first installed 
and then multiplying it by a conver- 
sion factor to obtain present value, has 
no probative force unless the validity 
and applicability of the conversion fac- 
tors (price indices) are established by 
competent evidence. This the com- 
pany wholly failed todo. Accordingly, 
its purported proofs on the subject 
should be rejected, as was urged by 
the state in the argument on the ad- 
missibility of exhibits. 

“In addition to the foregoing, the 
state also submits that the appraisal 
should not be accorded any weight be- 
cause of a number of infirmities in its 
preparation brought to light through 
cross-examination. To illustrate, it 
was represented in the company’s di- 
rect case that the appraisal was based 
upon unit prices and indices which re- 
flect wholesale rather than piecemeal 
construction. However, through cross- 
examination directed specifically to the 
very item the company used to illus- 
trate its appraisal method, namely, 
‘009 paid 22 gauge cable’ it appears 
that the unit appraised cost for this 
item was developed by analyzing com- 
pany cable work orders ranging in cost 
from $10,000 to $60,000, whereas the 
property being appraised actually cost 
$4,452,739. (P. 88.) Why costs ex- 
perienced in $10,000 to $60,000 jobs 
would be representative of costs to be 
experienced in an installation involv- 
ing almost $4,500,000, was never ex- 
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plained by the company. It is quite 
clear that the company was merely 
giving lip service to the use of whole- 
sale construction costs. 

“To illustrate infirmities in the de- 
preciation estimate involved in the 
preparation of the appraisal, one need 
look no further than the company’s es- 
timate of depreciation due to obsoles- 
cence. The record plainly indicates 
that existence of obsolescence was only 
recognized in items of plant which the 
company has actually scheduled for re- 
placement. In other words, the esti- 
mate of depreciation due to obsoles- 
cence is nothing more than the esti- 
mate of obsolescence that the company 
proposes to do something about in the 
immediate future. Now, this is a curi- 
ous and certainly not an objective ap- 
proach to the development of an esti- 
mate of depreciation due to obsoles- 
cence. Whether or not a particular 
company has scheduled obsolete equip- 
ment for replacement is no measure o 
the obsolescence. This is so funda 
mental that it requires no argument. 
If this company’s approach were ap- 
proved, a utility could peg obsolescence 
at any level it desired merely by stat- 
ing that certain items of plant were or 
were not scheduled for replacement i 
the near future.” 

In the light of the foregoing and fo 
the reasons set forth in its decision 
in the 1947 proceeding, supra, the 
Board will now, as in that case, adop 
the investment approach in its deter 
mination of rate base. 


The Investment Rate Base 

[4,5] The investment rate base u 
der the circumstances in this case i 
determinable in the following manner 
first, Plant in Service and Prope 
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Held for Future Telephone Use are 
ascertained and then added to obtain 
Total Telephone Plant. From the lat- 
ter item the Reserve for Depreciation 
is deducted to arrive at Net Telephone 
Plant. Then by addition of appropri- 
ate allowances for required investment 
in Materials and Supplies and for the 
amount of Cash Working Capital that 
investors are required to provide, the 
investment rate base is ascertained. 
Following regular procedure, amounts 
expended for Telephone Plant under 
Construction are not includible in the 
investment rate base in this instance, 
since the company follows the practice 
of capitalizing interest during construc- 
tion, and investors are thus indirectly 
compensated for provision of funds 
during the construction period. As 
calculated from company Exhibits 
P-133 and P-138, the average invest- 
ment rate base for the year 1948 comes 
to $184,318,409, viz: 
Account 100.1 
Telephone Plant in Service .. $270,877,223 
Account 100.3 
Property Held for Future 
Telephone Use 824,985 
Total Telephone Plant .. $271,702,208 


Less: Depreciation Reserve ... 97,960,473 
Total Telephone Plant 
Less Reserve 


Materials and Supplies 
Cash Working Capital 


Average Net Investment 


Rate Base $184,318,409 


The state contends that the average 
net investment rate base derived, as 
is indicated above, from data in com- 
pany exhibits should be modified for 
reasons hereinafter discussed. 





1Cash Working Capital stated by company 
at several different amounts, closely approxi- 
mating this sum. 
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Account 100.1—Telephone Plant in 
Service 

[6] The state contends that the 
company prematurely transfers com- 
pleted exchange buildings to Account 
100.1 from Account 100.2, Telephone 
Plant under Construction, and that this 
practice tends to overstate rate base. In 
effect, the state contends that a com- 
pleted exchange building should not be 
transferred to Plant in Service until the 
new exchange is actually placed in serv- 
ice, whereas the company has been fol- 
lowing the practice of transferring the 
new building to Plant in Service upon 
completion of the building, even though 
the completion date may be several 
months in advance of the placing of the 
new exchange in service. The com- 
pany, however, ceases charging inter- 
est during construction on such build- 
ings upon their transfer to Plant in 
Service. Since the company’s prac- 
tice of charging interest during con- 
struction is consistent with its account- 
ing practices aforementioned, no over- 
all overstatement of rate base results. 

The Board’s rejection of the state’s 
contention in this respect applies as 
well to related contentions pertaining 
to the stated amount of depreciation 
reserve and depreciation expenses for 
1948. 


Account 100.3—Property Held for 
Future Telephone Use 

[7] The state contends that the full 
amount of this account as per books 
should not be included in rate base 
since it includes parcels of land not 
being held for use in telephone serv- 
ice under a definite plan. It appears 
from the record that thirteen parcels 
of land were in this account as of Sep- 
tember 30, 1948. It further appears 
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that the company has no definite plans 
for the use of six of these parcels, viz. : 


Date of 
Acquisition 


1930 


1946 
1931 
1923 
1946 
1941 


Cost 

Newark 

(Fabyan Place) ... $168,839.03 
Newark 

(Selvage street) ... 
Guttenberg 
Haddon Heights .... 
Gloucester 
Landisville 


7,582.50 
53,375.76 
35,732.91 

8,468.81 

494.63 


$274,493.64 


In the opinion of the Board the cost 
of these parcels should not be included 
in rate base. It appears, however, that 
by the end of 1948 the company had 
relieved Account 100.3 of the cost— 
$97 ,577.48—of three of the aforemen- 
tioned parcels, i.e., the Guttenberg, 
Gloucester, and Haddon Heights par- 
cels. 

Hence the total cost of the three re- 
maining parcels of land for which the 
company has no definite plans comes to 
$176,916.16 ($274,493.64—$97,577.- 
48) and the cost of these parcels 
assignable to intrastate operations 
amounts to $142,000. 

The Board will accordingly reduce 
the company’s claim as to property held 
for future use by the latter sum. 


Materials and Supplies 

[8] It is the company’s position 
that its average investment in materi- 
als and supplies for a particular year 
should be the amount includible as the 
Materials and Supplies component of 
rate base for that year. Calculated as 
aforementioned, the company claims 
in rate base for the year 1948 the sum 
of $4,196,174 for Materials and Sup- 
plies. It is the state’s contention that 
the company’s average investment in 
materials and supplies during a par- 
ticular year is not necessarily conclu- 
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sive as to the amount includible in rate 
base for this item. More specifically, 
the state urges that the company’s 
claimed Materials and Supplies allow- 
ance be reduced since it includes sub- 
stantial amounts of construction ma- 
terials in addition to stocks of ma- 
terials required to permit carrying on 
of maintenance and repair work in a 
reasonable and expeditious manner. 
The record indicates that many 
items included in the company’s Ma- 
terials and Supplies account are used 
both in construction and in operations 
and that such materials and supplies 
are not tagged separately for construc- 
tion and operational purposes. Hence 
no separate statement of operational 
materials and supplies is available. In 
this connection it appears significant 
to note that the company was engaged 
in an extensive construction program 
in 1948 and that its investment in ma- 
terials and supplies reached an all-time 
high during this period. The com- 
pany sought in part to justify this situ- 
ation by asserting that the number of 
customers served in 1948 had also 
reached an all-time high. However, 
with a further increase in the number 
of customers expected in 1949, the 
company none the less contemplates 
that its investment in materials and 
supplies in that period will be almost 
20 per cent below 1948 levels and this 
despite the fact that a construction pro- 
gram of substantial proportions is 
scheduled for 1949. Giving due con- 
sideration to the foregoing, as well as 
other record facts and more particu- 
larly those pertaining to the company’s 
annual requirements for materials and 
supplies for operational purposes and 
the amount of supplies required to 
adequately stock company vehicles 
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and lockers, it appears that an allow- 
ance in rate base of $2,600,000 for 
materials and supplies would be ade- 
quate under the circumstances here ex- 
isting, and the Board so finds. 


Cash Working Capital 

[9,10] The company introduced 
evidence purporting to indicate that 
its cash working capital requirement 
on the basis of 1948 operations 
mounts to approximately $6,380,500. 
The method followed by the com- 
any in computing the cash work- 
ing capital requirement in this pro- 
eeding is essentially similar to that 
followed by it in the 1947 preceeding. 
In its decision in that proceeding, su- 
pra, the Board indicated the principles 
which it deemed to be applicable to 
he determination of cash working cap- 
ital requirements, and stated that the 
ompany’s approach did not accord 
vith those principles. The latter state- 
ent is equally applicable to the com- 
pany’s cash working capital approach 
n this case. 

Following principles which general- 
y accord with those deemed by the 
Board to be applicable, David A. Kosh 
pnd Gerald Glassman, appearing for 
he United States Treasury Depart- 
ent testified that on the basis of op- 
rations during 1948 under then-exist- 
ng conditions and rates, necessity for 
provision by investors of cash working 
apital in the amount of $3,935,452 
s indicated. If, however, rates are 
ncreased to provide a rate of return of 
ht least 5.6 per cent, the government 
vitnesses conclude that provision of 
ash by investors for working capital 
urposes would not be required and 
ontend that no allowance in rate 
base for cash working capital would 
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be warranted under these circum- 
stances. The Treasury Department’s 
approach as set forth in its Exhibit 
U.S.-25 properly recognizes that Fed- 
eral Income Tax Accruals are avail- 
able as an offset against Cash Working 
Capital requirements. The difference 
between the two Treasury Department 
estimates aforementioned is accounted 
for largely by the difference in Federal 
Income Tax Accruals under present 
rates and those rates which would pro- 
duce at least a 5.6 per cent rate of 
return. 

While the Treasury Department’s 
general approach appears theoretically 
sound it depends, as aforestated, on 
the availability of the calculated 
amounts of Federal Income Tax Ac- 
cruals. There seems, however, in 
practice, to be no way of guarantee- 
ing that tax accruals in the amount 
calculated by the Treasury Department 
will actually be available to serve as 
an offset to cash working capital re- 
quirements. Many factors beyond the 
control of the Board and even the com- 
pany may have an important impact 
on Federal Income Tax Accruals. 
This is sufficiently demonstrated by the 
Treasury Department’s two estimates 
of Cash Working Capital mentioned 
above. Obviously, if present rates 
yielded the rate of return they were 
expected to produce, i.e., 5.6 per cent, 
there would be no necessity for two 
estimates by the Treasury Department 
of Cash Working Capital requirements 
for 1948. 

It accordingly seems more realistic, 
in order to provide for contingencies 
experienced in the past and not suscep- 
tible of accurate forecast as to their 
incidence or amount, to give consid- 
eration to both Treasury Department 
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estimates reflected in Exhibit U.S.-25 
in reaching a determination of cash 
working capital allowance in this case. 
After such appropriate consideration, 
the Board adopts $1,800,000 as the 
allowance for Cash Working Capital 
in lieu of the allowance of $6,380,500 
claimed by the company. 

It is noted that in addition to the 
aforementioned estimates by the Treas- 
ury Department reflected in Exhibit 
U.S.-25, the Treasury Department also 
introduced in evidence Exhibit U.S.- 
26, in which, in addition to Federal 
Income Tax Accruals, it also offsets 
against Cash Working Capital require- 
ments moneys collected or withheld 
representing Federal Excise Taxes and 
employee contributions for Social Se- 
curity Taxes, pending the turning over 
of such funds to various governmental 
agencies for whose account such tax 
collections are made. This approach 
was, however, disapproved in the de- 
cision in the 1947 proceeding, and the 
Board’s position in this respect is here 
reaffirmed for the reason set forth in 
the aforementioned decision. 


Findings As to Rate Base 

In the light of the foregoing, the 
Board’s findings as to rate base for 
the year 1948 may be summarized as 
follows : 


Account 100.1 Telephone Plant in 
i $270,877,223 


Future Tele- 
phone Use .... 682,985 


Total Telephone Plant ... $271,560,208 
Less: Depreciation Reserve .... 97,960,473 


Total Telephone Plant 
Less Reserve 
Materials and Supplies 
Cash Working Capital 


$177,999,735 
Board’s Finding as to Rate Base $178,000,000 
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Operating Expenses 


Experienced operating results for < 
recent annual period usually afford a 
adequate basis for testing the reason 
ableness of rate levels when there i 
no indication that estimated operating 
results for the immediate future wi 
be materially different. In this cas¢ 
the company introduced in evidence th 
experienced operating results for th 
year 1948 and the estimated operating 
results for the year 1949. The com. 
pany also submitted data which per- 
mits restatement of 1948 results to give 
full annual effect to the 1948 wage in- 
creases which were actually effective 
for only a portion of that year. From 
the aforementioned data it appears tha 
no substantial change in the rate of re- 
turn is anticipated in 1949 from that 
experienced in 1948, after giving full 
annual effect in the latter period tc 
the wage adjustments which became 
applicable during that period. Hence 
it would seem reasonable under the 
circumstances here to use the experi; 
enced operating results for the year 
1948 as a basis for testing the reason- 
ableness of rate levels. The Board 
will accordingly use 1948 operating 
results for that purpose, with such 
adjustments as it deems appropriate 
for reasons hereinafter set forth. 


Unusual Expenses Arising Out of the 
January 2, 1948, Ice Storm 

[11] The record indicates that in- 
trastate operating expenses for 1948 
are some $406,000 higher than they 
otherwise would be since they reflect 
the additional expenses resulting from 
the unprecedented ice storm experi- 
enced on January 2, 1948. 

It is the state’s position that “such 
unusual expenses unduly distort ex- 
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pense levels in the year when incurred, 
and hence periods which reflect such 
unusual expenses do not afford, unless 
appropriate adjustments are made, a 
proper basis for testing the reasonable- 
ness of rate levels.” The state further 
asserts that such severe storms have 
not on the average been experienced 
more often than at intervals of five 
years, and hence that for the purpose of 
testing the reasonableness of rate levels, 
1948 expenses should be adjusted to 
reflect only one-fifth of the unusual 
expenses occasioned by the January 2, 
1948, ice storm. To accord with the 
state’s views requires elimination of 
$324,800 from 1948 intrastate opera- 
ting expenses. 


The state’s position with respect to 
this item appears consistent with prin- 
ciples which the Board considers ap- 
plicable to the treatment of such un- 
usual expense items in rate proceed- 
ings. Accordingly, 1948 operating 
expenses will be adjusted as above 
indicated. 


Unusual Expenses Associated with the 
Rates Effective January 1, 1948 
[12] It appears from the evidence 
that 1948 expenses include an item 
of $108,457, which represents extraor- 
dinary expenditures associated with 
the introduction of drastic changes in 
the company’s rates as at January 1, 
1948. 


The state takes the same position 
with respect to this expense item as 
it does with respect to the unusual 
expenses arising out of the January 2, 
1948, ice storm. Accordingly, it urges 
that in the light of past intervals be- 
tween such drastic rate changes, that 
no more than one-fifth of this item be 
included in operating expenses for 
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1948 for purposes of testing the rea- 
sonableness of rate levels. The Board 
finds that the adjustment in this re- 
spect proposed by the state should be 
made for reasons set forth supra in the 
discussion relating to the January 2, 
1948, ice storm expenses. This re- 
quires elimination of $86,800 (four- 
fifths of $108,457) for 1948 operating 
expenses. 


Advertising Expenses 

[13,14] It appears from Exhibit 
S-16 that 1948 expenses include an 
item of $124,319, representing adver- 
tising expenditures pertaining to pro- 
posed rate changes, the publicizing of 
the company’s construction program, 
as well as advertising relating to qual- 
ity of service. It further appears that 
the portion of these expenses assign- 
able to intrastate business comes to 


$97,900. 


The state urges that these expendi- 
tures be eliminated from operating ex- 
penses on the grounds that the com- 
pany could have provided customers 
with information concerning the afore- 
mentioned matters by more fully uti- 
lizing its informational bulletin, known 
as “Tel-News” which accompanies 
monthly bills for service. 


It appears, however, that Tel-News 
is only delivered once a month on the 
same cycle as bill deliveries. This lim- 
its the usefulness of Tel-News in cases 
where it is necessary or desirable to 
make information available to all cus- 
tomers at the same time or at other 
times than bill delivery dates. Accord- 
ingly it is the opinion of the Board 
that the state’s position aforesaid is 
not supported by the record. It does 
appear however, that the aforemen- 
tioned advertising expenses are of a 
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nonrecurring nature. The Board, as 
hereinbefore stated, gave its position 
with respect to the treatment of un- 
usual or nonrecurring expense items 
and giving due consideration to the 
nature of the advertising expenses here 
at issue, finds that no more than one- 
fifth of such expenses are properly in- 
cludible in 1948 operating expenses for 
purposes of testing the reasonableness 
of rate levels. This calls for a down- 
ward adjustment of 1948 operating ex- 
penses by $78,320. 


Expenses of Soliciting Directory Ad- 
vertising 

[15] The sale of directory advertis- 
ing is conducted by two forces. One, 
composed of company personnel, covers 
Essex and Hudson counties, and the 
other, an outside advertising agency, 
covers the remainder of the company’s 
service area. Through its cross-ex- 
amination and Exhibit S-20 the state 
developed that expenses per dollar of 
advertising sold were substantially 
higher in areas covered by the adver- 
tising agency than in those covered by 
the company personnel, and as a result 
a question was raised as to whether the 
company had made any recent studies 
relating to this situation. The com- 
pany subsequently introduced in evi- 
dence Exhibit P-115 which purported 
to be a summary of a recent study of 
the relative economy of soliciting di- 
rectory advertising through company 
personnel and its outside advertising 
agency. This study generally con- 
firmed the record facts that had been 
previously developed by the state and 
in addition indicated that the company 
was now in a position to enter into 
a new contract with its advertising 
agency that would result in savings 
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in directory advertising expense of 
$102,400 annually. The company, 
however, indicated that this savings 
would be realized on a staggered basis 
as sales campaigns were conducted 
prior to periodic reissuance of direc- 
tories. 

The state’s position with respect to 
this matter is stated as follows at page 
24 of its brief: 

“The state takes the position that 
expense levels used for purposes of 
testing the reasonableness of rate 
should now be adjusted to reflect the 
stated savings of $102,400 per annum, 
This the state urges is manifestly equi 
table, not only because rates are mad¢ 
for the future, but also because the 
current company study of the relative 
economies of the two aforementioned 


directory advertising sales methods isi . 


the first study of this type undertaken 
by it since 1944 when the present con- 
tract with its selling agent was nego-—& 
tiated. This despite the fact that under 
the terms of this contract it was sub 
ject to cancellation or renegotiation on 
six months’ notice.” 


The Board is in general agreement 
with the state’s position aforesaid and 
accordingly will, for the purpose of 
testing the reasonableness of rate levels, 
adjust 1948 operating expenses by de- 
ducting $102,400. 


Reduction in Expenses Resulting from 
Changes in Business Practices 

[16] The record indicates that two 
major changes in practices introduced 
during 1948 have the effect of decreas- 
ing expenses by $250,000 annually. 
One change was the closing of the com- 
pany’s business offices on Saturdays 
and the other involved introduction of 
“rack sorting’—a more efficient 
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method of sorting toll tickets than that 
previously in effect. It further appears 
from Exhibits S-19 that these changes 
were only in effect for a portion of 
1948 and that the company’s state- 
-Hment of expenses for 1948 accordingly 
nly reflects $103,700 of the total an- 
nual savings of $250,000 to be realized 
by the company from the aforemen- 
ioned changes. 

The Board is of the opinion that 
or rate-making purposes, the above 
acts call for adjustment of 1948 
pxpense levels to reflect the full annual 
pffect of the aforementioned savings. 
his involves a downward adjustment 


lef 1948 expenses by $146,300 ($250,- 


#00 minus $103,700). The portion 
bf this adjustment assignable to intra- 
state business amounts to $90,000. 


Dial Conversion Costs 
[17] In connection with the pro- 


bram for conversion from manual to 
lial service now in progress, the com- 
bany incurs costs for rearrangement 
nd changes of existing plant to ac- 
ommodate the new facilities, for train- 
ng of employees to operate the new 
lant, for changing customers’ service 
ecords, and other similar costs. The 
ecord indicates that pursuant to the 
provisions of the Uniform System of 
Accounts, the company charges these 
osts to operating expenses as they 
re experienced. The state urges that 
uch expenditures be treated as non- 
ecurring items for purposes of test- 
g the reasonableness of rate levels. 
“Mt appears, however, from the record 
‘Mat completion of the dial conversion 
rogram will require many years and 
hat dial conversion costs will necessar- 
y continue to be experienced for some 
ime in the future. Under these cir- 
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cumstances the Board finds no basis 
for treating such expenditures in the 
manner suggested by the state. 


General Services and Licenses 

[18] This expense category covers 
amounts paid by the company to its 
parent—American Telephone and Tel- 
egraph Company—under terms of an 
agreement generally referred to as the 
“License Contract.” This agreement 
relates to the furnishing of services, 
the exercise of certain privileges and 
licensing arrangements. The compa- 
ny, under the terms of the License Con- 
tract, has for many years been paying 
the American Telephone and Tele- 
graph Company approximately 14 per 
cent of its gross revenues. Effective 
October 1, 1948, payments under the 
contract were reduced to approximate- 
ly one per cent of gross revenues. Ex- 
hibit P-136 indicates that the company 
has included in intrastate operating ex- 
penses $1,222,561 representing pay- 
ments under the License Contract for 
the year 1948. It further appears that 
if the reduced one per cent compensa- 
tion rate had been in effect throughout 
the year 1948, the corresponding ex- 
pense item would have amounted to 
approximately $965,000. 

Here, as in the 1947 proceeding, the 
state urged that the entire payment 
under the License Contract be disal- 
lowed as an operating expense on the 
grounds that the company had never 
applied for and received the Board’s 
approval of said License Contract. The 
Board dealt with this specific question 
in its 1947 decision and, finding that 
the services under the contract were in 
the main valuable and beneficial to the 
company and its customers, held that 
a fair allowance, representative of the 
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cost of rendering such services, is prop- 
erly includible in operating expenses. 
There is nothing in the record in the 
current proceeding which would war- 
rant changing the Board’s views in this 
respect. In its 1947 decision the Board 
established $825,000 as the portion of 
the costs of rendering the License Con- 
tract services assignable to intrastate 
business. 

Wholly apart from its conten- 
tion aforesaid, the state took the 
position that there is no basis for in- 
creasing the allowance in operating ex- 
penses for this item above $825,000 
since the record now before the Board 
contains nothing which was not be- 
fore the Board when it reached its 
conclusion that no more than $825,000 
should be allowed in intrastate operat- 
ing expenses for General Services and 
Licenses. The record appears to fully 
support the latter view, no new evi- 
dence having been adduced by the com- 
pany in this docket relating to the cost 
of furnishing License Contract serv- 
ices. In the light of the foregoing, the 
Board will limit the allowance in in- 
trastate operating expenses for Gen- 
eral Services and Licenses to $825,000. 
This calls for a downward revision of 
the company’s claimed allowance in 
1948 operating expenses for this item 
by $397,561. 


Ad Valorem Taxes 

[19] The adjustment of amounts 
included by the company in Account 
100.3—Property Held for Future 
Telephone Use, concurrently requires 
a reduction in the company’s claimed 
allowance in operating expenses for 
Ad Valorem Taxes, since operating ex- 
penses are not chargeable with taxes 
related to property not includible in 
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rate base. The record indicates that 
the intrastate portion of Ad Valorem 
Taxes related to parcels of land which 
the Board has hereinbefore excluded 
from rate base, comes to $2,200 and 
this amount will accordingly be de- 
ducted from the amounts claimed by 
the company for Ad Valorem Taxes 
in its 1948 expense statement. 


Service Pension Accruals 

[20] In addition to current pension 
accruals the company claims a separate 
allowance in its expense statement for 
1948 of $334,790 to cover interest 
costs associated with arresting the 
growth of the unfunded portion of 
the actuarial pension reserve require- 
ment. The Board’s position with re- 
spect to this item, commonly referred 
to as the “freezing charge,” was set 
forth in detail in its decision in the 
1947 proceeding and no reason to the 
contrary appearing, is here reaffirmed. 
Elimination from operating expenses 
of one-half of this claimed expense 
item, namely, $167,395, is accordingly 
required. 


Contributions and Donations 

[21] The company claims allow- 
ance in 1948 operating expenses of 
$104,283, representing its contribu- 
tions and donations to various chari- 
ties. The portion of this item assign- 
able to intrastate business amounts to 
$84,200. The Board’s present posi- 
tion with respect to this item is now 
no different from that set forth in 
its decision in the 1947 rate proceed- 
ing, supra, 72 PUR NS at p. 66, 
namely : 

“While the company is to be compli- 
mented for contributing to worthy 
causes, such contributions, in the opin- 
ion of the Board, are not chargeable 
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to customers and accordingly the com- 
pany’s claim in this respect is disal- 
lowed.” 

Accordingly, the company’s state- 
ment of intrastate operating expenses 
for 1948 will be reduced by $84,200. 


Franchise Taxes 


[22] Franchise taxes paid in 1948 
and reflected in the company’s 1948 
statement of expenses are based upon 
1947 revenues. These revenues, how- 
ever, were subnormal due to the work 
stoppage in 1947 and, in addition, do 
not reflect the rate increase as of Jan- 
uary 1, 1948. It accordingly appears 
appropriate to conform the amount of 
franchise taxes to the revenue level 
for the year 1948. Such action would 
accord with the procedure followed by 
the Board in its decision in the 1947 
proceeding. The franchise tax liability 
related to 1948 revenues amounts to 
approximately $3,515,000. For the 
reasons aforementioned, 1948 expenses 
should be adjusted to reflect the latter 
sum for franchise taxes in lieu of the 
sum of $2,769,739 as set forth in the 
1948 expense statement identified as 
Exhibit P-135. 


Social Security Taxes 


[23] The company’s statement of 
intrastate operating expenses for the 
year 1948 includes the sum of $1,047,- 
444 for Federal and state social se- 
curity taxes. In the middle of 1948 
a reduction in the New Jersey unem- 
ployment compensation tax rate be- 
came effective. Restating the compa- 


ny’s aforementioned expense item for 
social security taxes to reflect the re- 
duced level of New Jersey tax rates, 
indicates that a saving of approximate- 
ly $163,900 will result. 


Intrastate 
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operating expenses for 1948 will ac- 
cordingly be adjusted downward by 
the latter sum. 


Summary of Adjustments of Oper- 
ating Expenses 


The company lists its intrastate op- 
erating expenses for the year 1948 
at $89,745,527 exclusive of the ef- 
fect of the 1948 wage adjustments. 
This figure comes from monthly state- 
ments filed by the company with this 
Board and which were made a part 
of the record by reference. After 
taking into account the Board’s ad- 
justments of various expense items 
hereinbefore set forth, as well as re- 
lated Federal income tax adjustments, 
intrastate operating expenses, before 
1948 wage adjustments, are reduced 
to $89,279,092. 


Rate of Return under Present Rates 


There follows a condensed statement 
of intrastate income and rate of return 
under present rates based on conclu- 
sions hereinbefore set forth: 


Line No. Item 
1. Operating Revenues ...... $96,579,867 
2. Operating Expenses ...... 89,279,092 
3. Net Operating Income (ex- 
cluding effect of 1948 
wage increases) ....... $7,300,775 


SS BD Sc cccasssisccss $178,000,000 
5. Indicated Rate of Return .. 4.1% 


Effect of Change in Separation Pro- 
cedure on Rate of Return 


[24] Ordinarily 4.1 per cent would 
be accepted as the rate of return under 
present rates before the effect of the 
1948 wage adjustments except for the 
following circumstance. The data as 
to revenues, operating expenses and 
rate base hereinbefore set forth reflect 
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a significant change in the procedure 
for separation of “toll private line serv- 
ice” from that followed by the com- 
pany and adopted by the Board in the 
1947 proceeding. This change in sep- 
aration procedure, by the company’s 
own admission, has the effect of re- 
ducing the indicated rate of return 
from intrastate business by two-tenths 
of one per cent. In the 1947 proceed- 
ing the company followed the general 
separation procedure as to this item 
set forth in the Separations Manual 
promulgated by the joint Federal Com- 
munications Commission-National As- 
sociation of Railroad and Utilities 
Commissioners Cooperative Commit- 
tee on Telephone Regulatory Prob- 
lems. In this case, however, the com- 
pany substituted a procedure which it 
asserts is permissive although not re- 
quired under the provisions of the 
manual. In support of the change in 
procedure the company asserted that 
the method followed in this case is 
“more correct.” It did not, however, 
offer any proofs in support of this as- 
sertion. A claim for increased rates 
should not rest on so tenuous a basis. 
In the opinion of the Board, the com- 
pany has wholly failed to sustain the 
burden of proof as to the reasonable- 
ness of the change in separation pro- 
cedure aforementioned. The Board 
accordingly finds that the rate of re- 
turn under present rates, but before the 
effect of the 1948 wage increases, 
should properly be stated at 4.3 per 
cent. After giving full annual effect 
to the aforementioned wage increas- 
es, the rate of return is reduced 
to approximately 2.8 per cent. Such 
a rate of return is manifestly inade- 
quate. 
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Total Additional Revenues Required to Bring 
the Rate of Return to 5.6 Per Cent 


Line No. Item 
1. Indicated Deficiency below 


. (a 

Rate of Return before Effect 
of 1948 Wage Increases 
(5.6%-4.3%) 

Amount of Return Deficiency 
(1.3% of Adopted Rate 
Base) 

Amount of Additional Reve- 
nue Required to Recover 
Return Deficiency Adjust- 
ed to Give Effect to Re- 
lated Additional Franchise 
and Income Taxes 

Amount of Additional Reve- 
nue Required to Recover 
1948 Wage Increases Ad- 
justed to Give Effect to 
Related Additional Fran- 
chise Taxes 

Total Additional 


1.3% 


$2,314,000 & 


$4,411,000 
Revenues 
Produce a 
Rate of 


Required — to 
5.6% 
(3 + 4) 


Rate of Return 


The Company's Evidence 

The company asserts that in order to 
maintain its financial stability, it re- 
quires a rate of return of not less than 
7 per cent on its net investment andi 
has proposed rates calculated to pro- 
duce approximately such a rate of re- 
turn. In support of its contention 
aforementioned, the company offered 
as witnesses Mr. Caleb Stone, vice 
president in charge of the bond de- 
partment of the Prudential Insurance 
Company of America, and Mr. Edward 
Schickhaus, a vice president of the 
Fidelity Union Trust Company o 
Newark, New Jersey, whose statement 
of qualifications indicates that he is 
responsible for the administration of 
the bank’s portfolio department and 
the trust investment department. These 
men testified that a rate of return of 
not less than 74 per cent is required 
by this company. As a matter of fact, 
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{r. Schickhaus testified that the re- 
uired rate of return was in the range 
rom 74% per cent to 8 per cent. The 
estimony of both of these witnesses 
ay be classified as opinion testimony 
vithout objective analytical support. 
At any rate, no significant objective 
nnalytical support for their views was 
bffered in evidence by the company. 
The company whittled Messrs. 
tone and Schickhaus’ conclusions as 
o minimum rate of return requirement 
rom 74 per cent to 7 per cent. The 
juestion naturally arises as to what 
vidence, if any, the company presented 
in this proceeding in support of its as- 
ertion that any rate of return lower 
han 7 per cent “would jeopardize the 
inancial stability of the company.” 
he answer is none. There is cer- 


ainly no historical support for such 
n assertion since the company has for 
lany years past earned less than a 7 


er cent return and yet in the middle 
f 1948 it was able to publicly sell 
555,000,000 in debentures at a cost 
ate (3.03 per cent) which compared 


e-Mavorably with costs at which other 


ublic utility companies were able to 
bbtain money at or about that time. 
he yield to the public to maturity on 
-Mhese debentures as of the time of pub- 
c offering was 2.99 per cent. Based 
pon prices which the public is now 
aying for these debentures the yield 
D maturity is estimated at 2.89 per 
ent. This certainly does not indi- 
ate that investors regard the company 
Ss a poor financial risk. 

[25] Referring again to the testi- 
ony of Messrs. Stone and Schick- 
aus, it is noted that they testified that 
ebt capital would presently cost the 
ompany 3.15 per cent to 3.20 per 
ent. This compares with a cost rate 
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of 3.03 per cent experienced in 1948 
and a current indicated cost rate of 
2.93 per cent based upon most recent 
investor appraisals of the aforemen- 
tioned debentures that is, on the basis 
of the prices investors are now paying 
for these debentures on the open mar- 
ket. Messrs. Stone and Schickhaus’ 
testimony in this respect is, however, 
not surprising since it is natural for 
men in their positions to be more in- 
terested in providing cushion or mar- 
gin of safety in their estimates than 
in actually determining the minimum 
rate of return requirement which their 
conclusions here purport to reflect. 
They were apparently seriously con- 
cerned with assuring the company a 
sufficient rate of return now in order 
to provide for a comfortable refunding 
position if the cost of debt capital 
twenty or thirty years hence should be 
materially higher. What was meant 
by twenty or thirty years hence should 
be materially higher. What was meant 
by “materially higher” is indicated by 
Mr. Stone’s testimony in which he 
stressed that a debt rate of approxi- 
mately 3 per cent now prevailing 
might, if history repeats itself, rise 
to 7 per cent twenty years hence. This 
is indicative of a type of logic or lack 
of it that company witnesses apparent- 
ly had to resort to in an attempt to 
justify their conclusions. It is funda- 
mental, however, that the Board can- 
not now consider various possibilities 
as to cost of capital twenty years hence. 
The Board’s function is to prescribe 
rates designed to produce reasonable 
results in the immediate future. The 
Board’s authority is of a continuing 
nature and if conditions in the future 
change materially, the situation is sub- 
ject to reéxamination by the Board in 
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the light of conditions then exist- 
ing. 

[26] Relative stability of electric 
and telephone utilities is another fac- 
tor which appears to have significantly 
influenced the conclusions reached by 
the company’s witnesses as to rate of 
return. On the matter of relative sta- 
bility the company produced as a wit- 
ness Mr. Douglas M. Angleman, its 
assistant controller. On this subject 
he prepared and introduced in evidence 
several exhibits which purport to re- 
flect comparisons of the telephone busi- 
ness with industrial concerns and elec- 
tric utilities. Because of the incon- 
sistencies in basis underlying his 
comparisons the telephone business is 
improperly presented as an inferior in- 
vestment risk. To illustrate—in Ex- 
hibits P-83 and P-84 he compares the 
per cent return on net worth of New 
Jersey Bell and industrial concerns for 
the years 1927 through 1947. During 
this period New Jersey Bell had no 
debt in its capital structure. Mr. 
Angleman, however, could make no 
such claim for the industrial concerns 
he selected for comparison. Yet all 
other considerations being equal he 
frankly admitted that a company with 
some relatively low interest-bearing 
debt in its capital structure would show 
a higher percentage of return on net 
worth than in the case of a company 
with no debt in its capital structure. 

Again through Exhibit P-85, Mr. 
Angleman attempted to demonstrate 
that the telephone business was less 
stable than the electric light business, 
by comparing trends in New Jersey of 
the number of electric customers and 
telephones in service for the period 
1927 through 1947. Here again we 
have a comparison of horses and rab- 
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bits. Mr. Angleman admitted th 
the loss of a single commercial custo 
er might mean a loss of several hu 
dred telephones, whereas on the boo 
of an electric utility this would on 
be reflected as a loss of a single cu 
tomer. Such comparisons obvious 
tend to improperly place the telepho: 
business in an inferior light. , 

[27] In Exhibit P-86, Mr. Angl# 
man attempted to show that duri 
the period 1927 through 1947 the flu 
tuations in the level of telephone rev 
nues were more marked than in t 
case of electric utility revenues. Th 
reflects just another attempt to rel 
gate the telephone business to a pog 
tion of inferiority. At the request 
the state’s attorney, Mr. Angleman rn 
stated Exhibit P-86 to show a compa 
son of intrastate telephone revenu 
and electric utility revenues. This la 
ter comparison was assigned to E 
hibit No, P-99 and shows the tre 
lines for electric and intrastate tel 
phone revenues to be very close ti 
gether ; a wholly different picture frogF 
that presented in Exhibit P-86. 
is significant to note in this connectic 
that the Board’s jurisdiction is limita’ 
to the company’s intrastate busines 
If the interstate business is so volati 
as to call for a relatively high rate ( 
return, surely this burden should ni 
be placed on the more stable intrasta 
business. 

The record also shows that the co 
pany’s rate of return witnesses ga 
considerable stress to financial stabil! 
as affected by ratios of wages to tot 
revenues or operating expenses. Tht 
emphasize that the wage ratio for Ne 
Jersey Bell was relatively high. Hig 
wage ratios, however, have been 
inherent characteristic of the te 
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hone business for many years, and 
prevented the telephone 
from attracting sufficient 
at reasonable rates over 
he years to provide for its plant 
Bequirements. The wage ratio ap- 
heared particularly troublesome to the 
ompany’s rate of return witnesses 
ince they felt that it might not be pos- 
sible to cut back the wage bill in a 
period of adverse business conditions. 
[This seems, however, somewhat un- 
ealistic since it is well known that 
Vestern Electric Company, a member 
bf the Bell System, substantially re- 
Huced the number of employees on 
heir payrolls in the New Jersey area 
hs production commenced to catch up 
with the demand. 

A favorable factor as to wage ratios 
which the company’s witnesses failed 
0 point out is that wage ratios are af- 

ected by the extent of dial develop- 
ment. The New Jersey Bell Tele- 
phone Company now has a relatively 
ow dial development, but is currently 
prngaged in an extensive dial conver- 
ion program. In general, wage ratios 
Hecline as the percentage of dial de- 


.. mvelopment increases. 


nited States Government's Case 

Mr. Kosh, the representative of the 
Jnited States Treasury Department, 
tho testified as to cost of capital in 
he 1947 proceeding, was also pro- 
tuced by the government as a witness 
n this case. In his approach to this 
problem, Mr. Kosh adopted as a start- 
ing point the Board’s findings as to 
air rate of return in the 1947 proceed- 
@ng, namely, 5.6 per cent, and directed 
is attention to studies of conditions 
gn the capital markets in order to as- 
ertain whether, in the interval since 
he Board’s determination aforesaid, 
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changes have taken place which might 
affect the cost of money. He prepared 
and placed into evidence some eighteen 
exhibits which reflect the results of his 
various studies and analyses. Mr. 
Kosh admitted that there was some in- 
crease in the cost of capital between 
June of 1947, when the placing into 
evidence in the 1947 proceeding of 
cost of capital estimates by various 
witnesses was completed, and the date 
of the Board’s decision in that pro- 
ceeding, namely, November 25, 1947, 
72 PUR NS 37. However, it is his 
conclusion, based upon his studies 
aforementioned, that there has been 
no increase in the cost of capital since 
the date of the Board’s decision. 


The company, in its brief, appears to 
lay considerable stress on the upward 
trend in the cost of capital between 
June and November, 1947. It asserts 
that there was no evidence in the 1947 
proceeding as to such a trend and 
hence, the Board could not have taken 
this upward trend into consideration 
in reaching its rate of return findings 
in the 1947 proceeding—ergo, the rate 
of return should, even on the basis of 
Mr. Kosh’s testimony, now be in- 
creased. This assertion by the com- 
pany, however, does not appear to be 
well grounded factually. There was 
testimony in the 1947 proceeding of 
the likelihood of some upward move- 
ment in the cost of capital then pre- 
vailing and the Board, in the course of 
exercising its regulatory functions, as- 
certained that such an upward move- 
ment did in fact take place prior to the 
date of the Board’s decision in said 
proceeding. Since it would have been 
manifestly unfair to the company to 
do otherwise, the Board reflected this 
upward movement in its findings and 
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made it plain that it did so in the state- 
ment of its findings as to rate of re- 
turn. 


Findings As to Fair Rate of Return 

[28] Upon careful review of the 
extensive evidence relating to rate of 
return, the Board finds on the record 
in this proceeding that a rate of return 
of 5.6 per cent is fair and reasonable 
for the New Jersey Bell Telephone 
Company. 

Conclusions 


On the basis of the foregoing con- 
siderations, the Board finds and de- 
termines : 

1. That the existing schedule of 
rates has become unjust and unrea- 
sonable in that it does not afford the 
company an opportunity to earn a fair 
return. 


2. That the schedule of rates pro 
posed by the company is unjust an( 
unreasonable in that it would yield ar 
excessive return, and that the said pro 
posed schedule is, therefore, hereby 
disapproved. 

3. That a schedule of rates whic 
will increase annual operating rev- 
enues on the basis of 1948 busi 
ness by $8,305,000 is just and rea, 
sonable. 

4. That the company shall submit 
for the consideration of the Board 
within ten days of the date of this 
decision, a revised schedule of rates 
so designed as to produce an increase 
in annual operating revenues of not 
more than $8,305,000 on the basis of 
1948 business, and to be effective 
for service rendered after April 30, 
1949, 
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Pennsylvania Hotels Association et al. 


Bell ‘Telephone Company of Pennsylvania 


Complaint Docket No. 14141 
April 11, 1949 


OMPLAINT by hotel association against telephone rates; dis- 


missed. 


Parties, § 4 — Complaint against telephone company — Hotel association. 
1. A statewide hotel association is not a party having an interest, withit 
the meaning of § 1001 of the Public Utility Law, in a proceeding on behalf 
of hotels against a telephone company for violations of the Utility Law andj 
the tariff regulations applicable to telephone companies, p. 122. 

Rates, § 568 — Commissions for hotel collections — Status as telephone rates. 


2. Contracts between a telephone utility and hotels by which a commissiotice ; 
is established to be paid the hotels on the amounts collected for the utilit 
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for local and toll messages are not within the meaning of the term “rates’ 
as defined in the Public Utility Law, p. 122. 


ommissions, § 44 — Extent of jurisdiction — Administrative functions of utili- 
ties. 

3. The Commission has power to inquire into, regulate, and supervise a 
public utility only in so far as the affairs of the utility have an intimate 
relation to the public through fairness, accommodation, or convenience, but 
it has no power to regulate the utility’s purely administrative functions, 
p. 122. 

ates, § 568 — Commission for hotel’s collections — Status as telephone rate. 
4. An arrangement between a telephone utility and a hotel whereby the 
utility furnishes service to the hotel and its guests and the hotel is responsi- 
ble for the collection of all charges for telephone service, and whereby the 
telephone company agrees to pay the hotel a percentage of revenue collected, 
is actually no more than an agency agreement and is not in any sense part 
of the company’s tariff which is subject to Commission regulation, p. 122. 


Telephones, § 7 — Commission jurisdiction — Hotels’ telephone collection commis- 
sion. 

Statement that the extension of the power of the Commission to include 
regulation of agency agreements between a telephone utility and a hotel, 
by which a commission for the hotels’ collecting for services rendered to 
guests by the utility is established, would extend the regulation of the Com- 
mission beyond the intended purview of the powers enumerated by the 
legislature in the Public Utility Law, p. 126. 


> 


? 


By the Commisson: Pennsylvania fecting hotel telephone service offered 


Hotels Association, on behalf of var- 
ous hotels in Pennsylvania, and_ the 
Penn-Harris Hotel Company, in its 
pwn behalf and as a representative of 
pther hotels, filed their complaint on 
May 1, 1946 against The Bell Tele- 
phone Company of Pennsylvania, re- 
pondent. Complainants aver that re- 
fpondent has violated §§ 302 and 308 
bf the Public Utility Law and the Tar- 
ff Regulations issued pursuant there- 
0 in that it has (1) failed to complete- 
y set forth, in a tariff, the “division 
bf the hotels message rate” or the 
ifm Commission” (hereinafter referred to 
ss “commission” ) payable to hotels, 
ogether with all rules, regulations, and 
practices affecting hotel telephone serv- 
mce; and (2) made changes in the di- 
ision, practices, and regulations af- 
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to the hotels of Pennsylvania without 
prior approval of the Commission and 
the required notice and posting. 

Complainants seek an order by this 
Commission requiring respondent to: 

“1. Publish, adopt, and recognize 
as a part of its tariff publication for 
the period prior to and subsequent to 
April 15, 1944, the division of the 
message rate for hotel service, together 
with the rules, regulations and classi- 
fications in effect prior to April 15, 
1944, for such service to complainant 
hotels. 

“2. That respondent shall make no 
change in said established division of 
the message rate, together with the 
classification, practices, and regula- 
tions affecting such hotel service, with- 
out complying with the provisions of 
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§§ 302 and 308 of the Public Utility 
Law and the tariff regulations issued 
pursuant thereto. 

“3. And complainants pray for such 
other and further relief as in the prem- 
ises may seem meet.” 

Respondent filed an answer to the 
complaint, raising the following basic 
issues: (1) power of the Commission 
to exercise any control whatsoever 
over contracts between it and hotels 
for a reimbursement to the hotel for 
services rendered as its agent, and (2) 
the right of Pennsylvania Hotels As- 
sociation to be a party complainant. 
We shall dispose of the latter issue 
first. 

[1] The Pennsylvania Hotels Asso- 
ciation is not a party “having an in- 
terest in the subject matter” within 
the meaning of § 1001 of the Public 
Utility Law. It has not asserted that 
it has brought this complaint as a con- 
sumer subject to the contracts in ques- 
tion. The source of interest is said 
to be its status as a representative for 
parties who would have a definite 
standing to institute the complaint. 
The necessary interest cannot exist 
solely by reason of an assertion of 
agency: Pennsylvania Commercial 
Drivers Conference v. Pennsylvania 
Milk Control Commission (1948) 360 
Pa 477, 483, 62 A2d 9. Penn-Harris 
Hotel Company is a proper party-com- 
plainant and the Commission has ju- 
risdiction to consider the merits of the 
complaint. The case will be consid- 
ered as if brought by Penn-Harris 
Hotel Company alone. 

Admissions in the pleadings and the 
evidence adduced establish the follow- 
ing facts : 

[2-4] Tariffs of respondent dating 
from January 1, 1914, to July 22, 
78 PURNS 


1947, have been made a part of the 
record. The tariffs filed with o 


predecessor, the Public Service Com 
mission, effective January 1, 1914 
provided, inter alia, that respondenig 
pay to hotels a commission of 20 pe 
cent of the receipts from local and toll 
messages originating in the semipub 
lic telephone system, provided that th¢ 


exceed 10 cents. From January 1/F 
1914, to May 1, 1924, the rates pay 


of respondent’s tariff, 
Tariff Pa. P.S.C. No. 1, § 17. O 
May 1, 1924, the commission for han 
dling local and toll messages from hotel 
rooms was removed from respond 
ent’s tariff. In place thereof, the rates 
payable to all hotels were set forthgt 
in semipublic branch exchange serv 
ice contracts. 

The contracts made with the hotel 
followed a standard form. They pro 
vided that the hotel in question 
“hereby agrees to become and act ag 
the agent of the company for the col 
lection of all local and toll message 
charges. ” They also containedy* 
certain rules, regulations, and prac 
tices to be followed in connection with? 
semipublic branch exchange service ap 
plicable to both local and toll callg 
made by guests from hotel rooms. The 
rates of commission payable to com 
plainant as set forth in paragraph 
of the semipublic branch exchangg 
service contract and in effect betweet 
May 1, 1924, and April 15, 1944 
were as follows: 

“5. The company will pay to th 


agent herein designated a commissiogg’ 


of 60 per cent of the gross receipts fo 
local messages and a commission of 21 
per cent, not to exceed 25 cents on ani 
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ne message, of the gross receipts from 
pll messages, sent-paid and received- 
ollect at stations established here- 
nder.” 

The rates of commission thus pro- 
ided differed from the previously filed 
priffs in that, although the 20 per 
Bent level was retained, the maximum 
Jommission per message was made 25 
ents instead of 10 cents; for local 
alls from hotel telephones for which 
foe tariff established a rate of 10 
ents, the scale of commission was in- 
eased to 60 per cent or 6 cents per 
all, respondent retaining 4 cents. 
otels, where the established rate was 
cents per call, received a 20 per cent 
ate of commission. 

Pursuant to the above provision, re- 
pondent paid the designated commis- 
,gion to all hotels, including complain- 
nt, which were subscribers to semi- 
Public branch exchange service from 
fay 1, 1924, until April 15, 1944. 
Respondent received numerous re- 
agorts that many hotels were not re- 
tricting their charge to their room 
quests to the published tariff rates for 
alls made, but were imposing sur- 
larges in addition to such rates. The 
hotels were contacted by respondent’s 
epresentatives, informed that this 
@rtactice was in violation of the tariff 
@nd contract provisions and requested 
discontinue the practice. Further- 
ore, complaints were made to this 
ommission regarding the practice and 
iscussions between company and 
ommission representatives ensued. 
he practice of hotels throughout the 
@ountry of making surcharges became 
0 prevalent that the Federal Commu- 
ications Commission instituted pro- 
eedings before it with regard to inter- 

tate and foreign messages, joining 
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the telephone companies as co-defend- 
ants with the hotels. 

At that time, i.e., July 21, 1942, this 
Commission advised respondent by 
letter that the surcharges were in vio- 
lation of the tariffs and agency agree- 
ments of The Bell Telephone Company 
of Pennsylvania and directed it to 
a” institute the necessary meas- 
ures to see that its tariffs and agree- 
ments applicable to its subscriber ho- 
tels are strictly adhered to.” Copies of 
this letter, together with a reference to 
the Federal Communications Commis- 
sion proceedings were sent by re- 
spondent to each of its hotel customers 
who were receiving semipublic branch 
exchange telephone service. The Fed- 


eral Communications Commission, at 
the conclusion of its proceedings, is- 
sued an order requiring telephone com- 
panies to file with it, effective as of 


February 15, 1944, new tariff provi- 
sions which should state that all sur- 
charges by hotels of amounts in excess 
of the duly published interstate tar- 
iff rates were expressly prohibited. 
The Bell Telephone Company of Penn- 
sylvania, in compliance with the Penn- 
sylvania Commission’s letter of July 
21, 1942, notified the various hotels 
that the surcharge practice must be 
stopped. The phone company also in- 
formed the hotels that their agency 
agreements were terminated pursuant 
to the provisions contained therein as 
of a date specified, and that new agree- 
ments would be prepared and submit- 
ted for their execution under which, 
if agreed to, a new scale of commis- 
sions would be allowed. Upon the re- 
spective effective dates of these can- 
cellations all payments of commissions 
at the old rate of 20 per cent ceased. 
Bell Telephone Company informed 


78 PUR NS 





PENNSYLVANIA PUBLIC UTILITY COMMISSION 


all hotel customers that all commis- 
sions paid after these dates were to be 
computed on the new basis of 15 per 
cent without limit as to maximum 
amount. All hotels were paid commis- 
sions on toll calls up to April 15, 
1944, in order to give the hotels time 
to examine the contracts offered them. 
Thereafter, commissions were paid 
only to hotels agreeing not to make 
the prohibited surcharges. 

Some hotels agreed to discontinue 
the surcharges and signed the new con- 
tract. Others did not sign the agree- 
ment, but promised in writing to make 
no surcharges. Others refused to sign 


anything, continued to impose sur- 
charges and continued to make de- 
ductions substantially on the old rate 
of commissions from moneys which 
they received from patrons and trans- 
mitted the balance to respondent. One 


of the hotels which continued to 
impose surcharges and which contin- 
ued to make deductions substantially 
according to the old rates was the 
Warwick hotel in Philadelphia. Re- 
spondent thereupon brought action in 
the common pleas court of Philadelphia 
county against that hotel to collect the 
amount withheld by it after cancella- 
tion of its contract. The hotel asso- 
ciation and the Penn-Harris hotel then 
brought their action before this Com- 
mission attacking the validity of re- 
spondent’s change in the scale of com- 
missions, contending that the payment 
of these commissions was a division 
of the tariff rate which could only be 
changed as a rate is changed, in ac— 
cordance with tariff requirements of 
the Public Utility Law. 

The present tariffs provide that 
charges by hotels to room guests for 
toll and long-distance messages shall 
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be identical with the charges contained 
in respondent’s tariffs. Local servicd 
rates are flat monthly charges payable 
according to the size and type of in 
stallation on hotel premises. There 
is no controversy regarding those 
charges. 

The agreement submitted by re 
spondent to the hotels was an amende( 
form of the prior semipublic branch 
exchange agency agreement. The ho 
tel was designated subscriber rathe 
than agent. The provisions, however, 
were substantially the same. The hotel 
agreed to permit the use by its guests 
of telephone service furnished; i 
agreed to be’ responsible for and pay 
to the respondent all charges at regu 
lar tariff rates, including taxes, thq 
telephone, telegram, cablegram and 
radiogram messages sent-paid from o 
received-collect through the branc 
exchange, whether by it for its ow 
account or by or for others; and if 
agreed that it would not make any 
charges to its patrons for telephon¢ 
service in addition to the charges sei 
forth in the regularly filed tariffs of 
respondent. 

Respondent agreed to pay to the ho 
tel a commission of 60 per cent of th¢ 
amounts, excluding taxes, paid to re 
spondent by the hotel for local mes 
sages ; to pay to the hotel a commissio 
of 15 per cent of the amounts, exclud 
ing taxes, paid for all toll messages 
sent-paid or received-collect by others 
than the hotel; and, to pay to the ho 
tel a commission of 10 per cent o 
amounts, excluding taxes, paid to the 
respondent by the hotel for telegrams 
cablegrams, and radiograms sent-paid 
or received-collect. 

Complainant contends that respond 
ent’s failure to file as part of its tar 
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iffs the contract containing the rate 
of commissions to which it is entitled 
thereunder, constitutes a violation of 
§ 302, which imposes upon utilities 
the duty to file with the Commission 
tariffs showing all rates established 
by it or to be collected by it, and of 
§ 308(a), which requires the utility 
to notify the Commission of any 
change in rates. It is said that the 
contracts for semipublic branch ex- 
change service in effect between May 
1, 1924, and April 15, 1944, contain- 
ing uniform rules, regulations and rate 
@ of commissions to be paid, are con- 
tracts affecting the compensation of 
the utility for service rendered and 
within the definition of a “rate” as 
Mm defined in § 2(19) of the Public Util- 
ity Law. 

Respondent contends that its agree- 
ment with complainant is nothing 
more than an agency agreement, and 
that the Commission is without juris- 
diction to control and regulate matters 
m@ relating to the designation of an agent 
for the purpose of collection of charges 
for services rendered by it. 

The issue is whether the contracts 
in question fall within the definition 
mot a “rate” and must, therefore, be 
fled as part of respondent’s tariffs 
(§ 302), or whether they represent an 
exercise by respondent of the power of 
internal management and control. 

Section 2, paragraph 19 (66 PS 
§ 1102) of the Public Utility Law, 
provides : 

“*Rate’ means every individual or 
@ joint fare, toll, charge, rental, or other 
compensation whatsoever of any public 
utility, or contract carrier by motor 
vehicle, made, demanded, or received 
for any service within this act, offered, 
rendered, or furnished by such public 
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utility, or contract carrier by motor 
vehicle, whether in currency, legal 
tender, or evidence thereof, in kind, in 
services or in any other medium or 
manner whatsoever, and whether re- 
ceived directly or indirectly, and any 
rules, regulations, practices, classifi- 
cations or contracts affecting any such 
compensation, charge, fare, toll or 
rental.” 

The language of this section, de- 
fining “‘rate,” although broad and com- 
prehensive, cannot reasonably be con- 
strued to embrace the contracts in 
question. It is clear that the legis- 
lature intended to confer upon the 
Commission the power to inquire in- 
to, regulate, and supervise a utility 
only in so far as the affairs of the 
utility had intimate relation to the pub- 
lic through fairness, accommodation, 
or convenience. It did not intend to 
empower this Commission to regulate 
purely administrative functions of a 
utility. In Northern Pennsylvania 
Power Co. v. Public Utility Commis- 
sion (1939) 333 Pa 265,27 PUR NS 
233, 235, 5 A2d 133, the supreme 
court of Pennsylvania has delimited 
the scope of the authority of the Com- 
mission, as follows: 

“ . . The Public Utility Com- 
mission is not a super board of direc- 
tors for the public utility companies 
of the state and it has no right of man- 
agement of them. Its sole power is to 
see that in the matter of rates, service 
and facilities, their treatment of the 
public is fair. Speaking through the 
present Chief Justice, we said: ‘It 
was not intended by the legislature 
that the Commission should be a board 
of managers to conduct and control 
the affairs of public service companies ; 
but it was meant that where certain of 
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their powers and obligations had inti- 
mate relation to the public through 
fairness, accommodation or conven- 
ience, the commission should have an 
inquisitorial and corrective authority 
to regulate and control the utility in 
the field specifically brought within the 
Commission’s jurisdiction the 
company manages its own affairs to 
the fullest extent consistent with the 
protection of the public’s interest, and 
only as to such matters is the Com- 
mission authorized to intervene, and 
then only for the special purposes 
mentioned in the act’: Coplay Cement 
Mfg. Co. v. Public Service Commis- 
sion, 271 Pa 58, 61, PUR1921E 597, 
598, 114 Atl 649, 16 ALR 1214. ‘It 
must never be forgotten that while the 
state may regulate with a view to en- 
forcing reasonable rates and charges, 
it is not the owner of the property of 
public utility companies and is not 
clothed with the general power of man- 
agement incident to ownership.’ Mis- 
souri ex rel. Southwestern Bell Teleph. 
Co. v. Public Service Commission, 262 
US 276, 289, 67 L ed 981, PUR1923C 
193, 200, 43 S Ct 544, 31 ALR 807.” 

Respondent utility must necessarily 
incur a wide variety of operating 
costs. These may properly include 
payments made to complainant for the 
convenient collection of obligations for 
telephone, telegram, and cablegram 
service incurred by its room guests. 

The agency agreement in question 
providing that respondent shall furnish 
telephone service to complainant-sub- 


scriber, that complainant shall “ be re- 
sponsible for and will pay to the tele- 
phone company all charges at the reg- 
ular tariff rates whether sent or re- 
ceived by the subscriber for its own 
account or by or for others,” and that 
respondent shall pay to the complain- 
ant a given portion of the amount re- 
ceived from complainant, makes com- 
plainant a collection agent. Cost of 
collection of charges for services ren- 
dered by respondent is an operating 
expense. This cost could be incurred 
in numerous ways. It is not unlawful 
for respondent to provide for collec- 
tion by complainant and to designate 
an agreed consideration therefor. That 
the parties have agreed to an amount 
to be determined by a percentage of 
revenue, rather than a given amount, 
does not in any way change the true 
nature of the agreement. 

The amount which the utility re- 
ceives is the total of charges made to 
the hotel and its guests as provided 
in the regularly filed tariffs. The hotel 
guest pays no more than the regular 
rate; the utility receives nothing less. 

Extension of the power of the Com- 
mission to regulate in this regard 
would, in our opinion, extend regula- 
tion beyond the intended purview of 
our powers enumerated by the legisla- 
ture in the Public Utility Law. The 
commission paid by respondent to 
complainant is not a rate subject to 
our jurisdiction ; therefore, 

It is ordered: That the instant com- 
plaint be and is hereby dismissed. 
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James A. McCabe 


New England Telephone & Telegraph 
Company 


D.P.U. 8616 
May 17, 1949 


ETITION by telephone subscriber for restoration of service; 


dismissed. 


Service, § 134 — Grounds for denial — Police request — Telephone used for 


gambling. 


A telephone company is justified in discontinuing service at the request of 
the police and in refusing to restore service where the evidence, including 
evidence of the subscriber’s previous conviction for registering bets, war- 
rants a finding that the premises were used by him for the placing of bets 
on horse racing and that the telephone was being used for illegal purposes. 


APPEARANCE: John C. Kane, for 
New England Telephone and Tele- 
graph Company. 

By the DEPARTMENT: This is a 


‘Bphone and Telegraph Company of 
telephone service which was discon- 


.. atinued on or about March, 1948, at the 


request of the chief of police of Pitts- 
field. A public hearing was held on 
April 26, 1949, and the petitioner 
failed to appear in behalf of his peti- 
‘Btion. 

The telephone company introduced 
the following testimony through a 
police captain of Pittsfield: that he 
had known James A. McCabe for the 


’ 


taid at the home of the petitioner; 
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while on the premises the telephone 
rang and the chief of police answered 
it; that from the conversation the wit- 
ness knew that the parties on the phone 
were attempting to place bets on horse 
races; that they found several slips 
which his experience as a policeman 
indicated were memoranda of horse 
betting ; that he found concealed in the 
clothing of the petitioner these so-called 
“horse slips”; that the defendant was 
charged with maintaining a place for 
the purpose of registering bets and 
was convicted; that to his knowledge 
the defendant had been arrested and 
convicted in December of 1943 for 
registering bets in a house on Kensing- 
ton avenue; and that in his opinion 
the telephone at 11 Preston avenue 
had been used for illegal purposes. 
This evidence was further corroborated 
78 PUR NS 
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by another police officer of the Pitts- 
field police department. At the request 
of the police department the telephone 
company disconnected the service at 
the nearest pole to the petitioner’s 
home as they had been unable to gain 
admission to remove the instrument 
from the premises. 

In our opinion the above evidence 
warrants a finding that the premises 
at 11 Preston avenue, Pittsfield, were 
used by the petitioner for the placing 
of bets on horse racing and that the 
petitioner’s telephone was being used 
for illegal purposes. 

The only question before us at the 
present time is whether or not the re- 
fusal of the telephone company to re- 
store service under the circumstances 
in unjust and unreasonable and wheth- 
er or not, under General Laws, Chap 
159, § 16, such service should be or- 
dered restored. 

We are of the opinion that the tele- 
phone company was justified in dis- 
continuing the service of the petitioner 
at the request of the police. The chief 
of police of Pittsfield is a public officer 
charged with the vital responsibility 
of maintaining law and order and the 
prevention of crime in the city of Pitts- 
field. As the responsible head of the 
police department his official acts are 
entitled to the greatest weight. 
“Where no law has been violated, and 
no statute has made good faith essen- 
tial to valid action, acts of administra- 
tive officers cannot be attacked in 
judicial proceedings on the ground that 
in fact those officers were not governed 
by the highest standards of impartial 
and unselfish performance of public 
duty.” Gibney v. Mayor of Fall River 


(1940) 306 Mass 561, 566, 29 NE2¢ 
133. This Department possesses no 
jurisdiction over the acts of the chief 
of police of the city of Pittsfield in the 
performance of his duty, nor has the 
right to review his actions. Our juris. 
diction applies only to the telephone 
company. If a person is aggrieved by 
the official acts of the chief of police 
such person may seek relief in the 
courts rather than from this Depart- 
ment. Unless and until the courts) 
shall decide that the action of the chief 
of police in requesting the telephone 
company to discontinue the service to 
the petitioner unwarranted and base 
less, we feel bound to consider that 4 
request such as was made to the tele: 
phone company in this case is a nec! 
essary incident in the prevention o 
crime and the maintenance of law and 
order equally binding upon this De 
partment as upon the telephone com 
pany and as controlling in determining 
that the telephone company has acted 
justly and reasonably in refusing t 
furnish telephone service after receiv 
ing such a request. 

There are many precedents unneces 
sary to cite here which form an impres 
sive weight of authority in support off: 
the action of the New England Tele 
phone and Telegraph Company in re 
fusing to restore the service to th 
petitioner. In our judgment they sup 
port our conclusions that the telephong 
company has acted neither unjustl 
nor unreasonably. 

Accordingly, after public hearing, o 
which due notice was given, and con 
sideration, it is 

Ordered: That the above-entitlet 
petition be and hereby is dismissed. 
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it Industrial Progress 


A digest of information on new construction by pri- 

vately managed utilities; similar information relating 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel. 


$54,300,000 Program Planned by 
New York State Elec. & Gas 


TS New York State Electric & Gas Cor- 
poration estimates that for the next three 
years, ending in 1951, construction will aggre- 
gate $54,300,000. This program will include the 
completion of the two new additions at 
Greenidge and Jennison stations started in 1948, 
and a major 75,000 kilowatt addition to its 
largest plant, the Goudey station near Bing- 
hamton. 

Also included in the construction budget are 
the necessary expenditures to finish the com- 
pany’s rural electrification program. This is 
now virtually completed, with over 95 per cent 
of the area electrified. Major transmission lines 
are also scheduled. Approximately 44 miles of 
114,000 volt line are being built from the 
Greenidge plant on Seneca lake west to Dans- 
ville, completing another important loop in the 
interconnected central system by the end of 
1949 or early 1950. 


Paulsen-Webber to Expand 
Sales and Service 


NNOUNCEMENT of the appointment of Fred 

V. Hart as industrial representative of 

Paulsen-Webber Cordage Corporation was 

made recently by Fredrik B. Paulsen, presi- 
dent. 

Mr. Hart who was for nine years a member 
of the sales department of Plymouth Cordage 
Company will be responsible for expanding 
Paulsen-Webber’s sales and service to include 
industrial users of wire rope, fibre rope, canvas, 
and chain. In the past Paulsen-Webber has con- 
fined its activities primarily to the maritime 
market. 


Union Electric Co. of Mo. Wins 
Annual G-E Coffin Award 


HE Union E.ecrric CoMpANy OF MIs- 

SOURI was announced as the winner of this 
rear’s Charles A. Coffin award, the top honor 
available to the nation’s. privately-owned utili- 
ies. 

Presentation of the award was made at the 
losing session of the annual convention of the 
Edison Electric Institute to Charles E. Michel, 
fice president of the Union Electric Company. 

The award was instituted 27 years ago by 
xeneral Electric. The winning utility is selected 
Vy a committee representing the EEI. The basis 
for the award is outstanding achievement dur- 
ng the preceding year. 

The Union Electric Company of Missouri 


was cited for its community relations program 
which the award committee said was “inaugu- 
rated a decade ago and achieved significant 
results in 1948.” 

Three other companies cited for outstanding 
achievement during the year and presented with 
honorable mention certificates were the Detroit 
Edison Company, Detroit, for its community 
relations program; the Cincinnati Gas and 
Electric Company, Cincinnati, for its success- 
ful appeal to the Public Utilities Commission 
for rate increases when other negotiations 
failed; and to the Southern California Edison 
company, Los Angeles, for the efficiency with 
which it accomplished a frequency conversion 
“in the face of a critical load problem.” 


Sun Electric Announces 
New Fleet Division 


(>: L. RHOADES, president of Sun Electric 

Corporation of Chicago, announces the 
formation of a Government and Fleet Division 
with J, A. Doyle as director and a staff of nine 
regional field engineers who will devote their 
full time to working with fleet operators and 
with the various vehicle-operating departments 
of the United States Government. 

This division, according to Mr. Doyle, has 
developed a complete scientific maintenance 
program for the benefit of fleet operators. This 
includes an analysis of present individual fleet 
maintenance procedures made by an expert fleet 
engineer who, through experience and training, 
knows the special problems of fleet mainte- 
nance. On the basis of this analysis, the engi- 
neer will recommend new ands better proce- 
dures and follow through with an actual dem- 
onstration of the cost-cutting program which 
Sun has developed. 


G-E Bulletin 


NEW bulletin, entitled “Super Coronol 

Aerial Cable—Preassembled and Field 
Assembled,” has been published by the con- 
struction materials department of the General 
Electric Company. 

The bulletin is fully illustrated with actual 
photographs, detail drawings, and charts per- 
taining to aerial cables used by electric utility 
companies. It contains a short discussion of 
what aerial cable is,.and where it should be 
used.. Mainly, however, it is devoted to tech- 
nical instructions concerning selection and in- 
stallation of aerial cable, and instructions on 
splicing and terminating. 

Copies of the new bulletin, No. GEA-5157, 
may be obtained by addressing : er. and 

(Continued on page 2 3) un 
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Save 
investment costs 
with 


“Peak 
Shaving” 
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EBASCO Can Sovetunite can be reduced by installing 
low cost “‘peak shaving” capacity. 

Help Solve Your To handle your winter months’ peak loads 
Winter Gas load may call for a strategically located LPG 
installation, a catalytic cracking plant, 

P r obl ems additional gas storage capacity or modification 
and improvements of your existing facilities. 






Here’s how Exasco can help you achieve the most economical 
method of “‘peak shaving”: 


@ Increasing capacity by achieving maximum output from 
existing facilities. 
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@ Replacing capacity-limiting equipment. 
@ Installation of peak load plant capacity. 
@ Survey of transmission and distribution for capacity requirements. 


can help solve your problems because its staff of specialists has a 
vast background of utility experience and information. They comprise a team 
of experts—engineers, constructors, and business consultants—who have dealt 
successfully with the various phases of business and industry. They are ready 
to do the whole job—or any part of it. 


EBASCO SERVI CES Two Rector Street, New York 6, N. ¥: 


INCORPORATED 
+ COmgy, 
Appraisal - Budget - Business Studies » Consulting Engineering Ehasco Teamwork .** Me, 
iimecton & tipeting = taswence A fvaties - Parchasmg _ 2002 things done f ERAS ¥ 
Rates & Pricing - ie Sales & Marketing 27 UWHETE *, HD 
Systems & Methods - Taxes - Traffic = '” *he world. "eee conse™™ 
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Wage or moisture seepage occurred. 





sales promotion division, construction materials 
department, General Electric Company, Bridge- 
port 2, Connecticut. 


Roylyn Develops Waterproof 
Electrical Coupling 


fRowze, Inc., has developed a quick discon- 
nect electrical coupling for all-weather and 
submarine applications. 

This coupling is known as the 1600 ‘Series 
and is designed to meet the rigid requirements 
of industries requiring an electrical connector 
that is quick acting, heavy duty, impervious to 
moisture, and capable of withstanding long pe- 
riods of complete immersion under high ex- 
ternal pressure without leakage. Test results 
show that even with external pressure condi- 
tions equivalent to 1150 feet of water, no leak- 


For further details, write to Roylyn, Inc., 
718 West Wilson avenue, Glendale 3, Calif. 


R-R Develops Push-Button 
Record-Keeping Device 


A mums departure in office efficiency 
—push-button, mechanized record-keeping 
—has been developed by Remington Rand, Inc., 
yioneers in the business systems field. 

An electrically operated unit, called Robot- 
Kardex, offers all the advantages of the famed 


Kardex visible records in a combination desk 
and cabinet which selects the desired record in- 
stantly and delivers it on a firm writing surface 
at desk-height; an entirely new concept of 
record keeping. 

Designed to save money, time, labor, and 
space, the unit takes an average of only three 
seconds to produce the proper record slide, cuts 
employee fatigue to a minimum, and holds 59 
per cent more sets of visible records per square 
foot than the standard Kardex housing. 

The files have all the exclusive advantages 
of Kardex—visible indexing, visible colored 
signalling, and automatic computing charts. 
Slides are not “locked in” the cabinet; any one 
of them can be easily removed from ‘the desk 
extension if it is needed elsewhere. 

It has been estimated that a clerk can boost 
her production by at least 30 per cent with 
the new automatic system. 


Dallas Pwr. & Lt. Plans 
$32,000,000 Program 


De Power Licht ComMPANy plans to 
spend about $32,000,000 on expansion and 
improvements in the next three years, accord- 
ing to George L. MacGregor, president. 

The company recently opened its 60,000-kilo- 
watt plant at Mountain Creek lake, near Dallas 
which was erected at a cost of $6,000,000. It 
expects to complete in January a 25,000-kilo- 

(Continued on page 24) 
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(Che reward of a thing well done 
is to have done it.” 


—EMERSON 


With the permission of our clients, some 
of their letters of appreciation 
have been collected in a booklet entitled 


cfnpresiion 


Upon request we will gladly send a copy 
to Corporate Officers, Attorneys or Bankers. 


Ask for Booklet U : | o 


GEORGESON & CoO. 


Specialists in Stockholder Relations 
52 Wall Street, New York 5, N. Y. 


Telephone HAnover 2-1470 
Boston «+ Philadelphia . 


Chicago « Los Angeles « San Francisco 
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MAXIMUM CONTACT 
provided by V - groove. 
Conductors protected by 
bevelled slot. 


PRECISION MADE, 
with rigid inspection. 
Smooth accurate threads 
assure maximum pressure 
— permanently main- 
tained. 


For taps, dead-ends, par- 
allel connections, etc., in 
any location. Can be fur- 
nished in bronze or alumi- 
num. Re-usable over and 
over. 


PENN-UNION ELECTRIC CORP. 


ERIE, PA. Sold by Leading Wholesalers 


The COMPLETE Line of Conductor Fittings. 


PENN-UNION 


CONDUCTOR Le ee ee 





watt plant, costing about $4,000,000, at the 
site. Other plans call for the construction 
60,000-kilowatt addition to the steam play 
downtown Dallas to be completed at a cos 
over $6,000,000 in early 1951. 

tentatively scheduled for East Dallas in | 
if needed, 


Cooper-Bessemer Produce: 
New 100-ton Diesel Units 


Proouction of a new 16-cylinder V. 
diesel engine, largest and most compat 
its kind built in the United States, was 
nounced recently by the Cooper-Bessemer 
poration, Mount Vernon, Ohio. 

Initial engines being built are for eld 
power generation, the diesel-generator 
weighing approximately 100 tons each, and 
operate on the new gas-diesel principle. 
permits the use of gas fuel in any desired ¢ 
bination with oil fuel to take full advantag 
comparatively inexpensive gas despite va 
or uncertain gas supply. 

First to take advantage of the new enj 
are the Arizona Edison Company, for 
plant at Yuma, Arizona, and the Misso 
Arkansas Electric Power Coéperative. 


ABC of Large Induction Mot 


HE ELectric (MACHINERY Mrc. Com 

has published “The ABC of Large I 
tion Motors,” a special 32-page issue o 
E-M Synchronizer. It covers in four pa 
basic theory, operation, characteristics 2 
plications, and control of large ind 
motors and presents a comprehensive, prag 
treatment of squirrel-cage and wound 
motors. It is illustrated with photograp 
cut-away views and has nearly 50 graphs 
explanatory figures accompanying the 
Copies may be obtained from the mani 
turer, Minneapolis 13, Minnesota. 


New Floor Surfacing Mate 


A™ floor surfacing material design 
resist especially severe conditions has 
announced by United Laboratories, In 
Cleveland, Ohio. This new product, “Qua 
is said to be ideal for surfacing floors subj 
to alkalis, oil, grease, fats, and many 
destructive elements. 

Applied directly over the old surface 
depth of approximately one-half inch, Q 
is ordinarily ready for use within thir 
hours, 


New District Sales Office Ope 


fg ogee ENGINEERING — SUPERH 
Inc., announces the appointment of } 
Nickle as manager of the new district offi 
the Northwest territory including the sta 
Washington and Oregon. The office is 0 
in the Skinner building, Seattle, Washi 
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G (Vows 


FOR HEAVY HAULERS 


ALL-NEW 
y GMCs 


New “‘H’”’ model GMCs are the biggest truck 
news of the year ... and for many years! 


They comprise the most complete line of all- 
new, all-improved heavy duty trucks, gasoline 
and Diesel, ever introduced at one time. . . 61 
basic models with weight ratings from 19,000 
to more than 90,000 pounds. 

They provide more important new features 
and advancements than any trucks in GMC 
history . . . exclusive GMC “Bumper-Built”’ 
front end . . . the industry’s most powerful 
engines size for size . . . stronger, safer, 
roomier cabs . . . greatly improved chassis. 


And they are priced to give substantial sav- 
ings on the original investment . . . by in- 
cluding needed items of equipment which, 
in general practice, are added to the base price. 


GMC TRUCK & COACH DIVISION « GENERAL MOTORS 


wee 


k ith 
Packed SOWER 


Five power-packed gasoline en- 
gines, including a big new "707" 
of 225 horsepower. Two famous 
GM 2-cycle Diesel engines. 


Built wgAKE a 


Deeper, stiffer frames . . . heavier, 
wide-track front axles . . . longer 
front springs with shock-absorbers 
standard ... big, fast-acting brakes. 


Cabs Up to ER 


1g FE WO 


More leg room and head room 
..+ increased vision . . : built-in 
ventilation ... snubbed seat 
action . . . complete insulation. 
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“MUST” 
READING 


pe: or EVERY 
CERNED WITH criaamann aad 
E 


X 


Risk Capital and the 
American Investor” 


@ Report of a special study grouP appointed by the executive 


committee of the New York Society of Security Analysts, 
Inc., to explore into the most impor the day 
to Main Street and Wall Street. The seven es in this 
prochure discuss this grave problem from every angle. 


Price $1.00 aad copy 


of Security 
a ee 

etroleum 
conomics, “ 


P . 
rice He per 
Bax 
Pe 
F year (4 issues) 


Send orders with checks to: 
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ROLLING 
DOORS 








They open upward... 
coil out of the way . 
save floor and wall | 
space .. . feature all- 
metal ruggedness that 
gives extra years of 


low-cost operation ! 


Opened, closed, or in action—Kinnear Rolling 
Doors offer many advantages that are quickly 
recognized in any type of building. 

They open straight upward, coiling compactly 
above the doorway. They clear the entire open- 
ing, and remain out of reach of damage by 
wind or vehicles. 

They require no floor or wall space for oper- 
ation. Surrounding space is fully usable a¢ all MOTOR anno 
times. 

When closed, Kinnear’s rugged, all-steel inter- 
locking-slat curtain gives extra protection 
against fire, theft, storms and other hazards. 
Operation of Kinnear Rolling Doors may be 
manual, mechanical (by chain or crank) or 
electrical. Motorized doors offer maximum 
convenience; push-button controls may be used 
at any number of desirable points. Write for 


full i ion. gt Ce 
ull information REMOTE CONTROL 
Ricboperipeaprie ire 
- elds Ave., Columbus \y ° 
1742 Yosemite Ave., San Francisco 24, Cal. KINNEAR 
Offices and Agents in All Principal Cities. 


<r catinge opr eT 
im, * 
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OU will be interested to know, we think, 

why so many utilities throughout the coun- 
try turn to Recording and Statistical for bill 
analyses. 


The reasons are important: 


1. We can compile accurate and helpful analy- 
ses for you in ¥4 the usual time. 


2. The cost to you is often 4 the expense of 
having the work done right in your own offices. 


At Recording and Statistical, the tabulations 
are made on specially designed electro-mechan- 
ical equipment. As many as 200,000 bills can 
be analyzed each day by our trained personnel. 
Consequently, the cost to you is only a small 
fraction of a cent per item! 


Get the full facts 


A FREE BOOKLET, “The One-Step Method 
of Bill Analysis” will give you detailed facts 


concerning this accurate and economical m 
od of compiling bill analyses. Why not 
for it right now? 


This electro-mechanical machine—the Bill 
Analyzer + tically classifies and adds in 300 
ters—in one step. It was especially designed for 
analysis work. 





RECORDING AND STATISTICAL CORPORATION 


100 Sixth Avenue 


New York 13, N. 
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RVING Trust’s Public Utilities Department has 

been actively helping utilities formulate and 
carry out constructive financial programs geared to 
each company’s particular needs. 


This special department is staffed with men 
whose practical experience in the utilities field 
qualifies them to offer a sound, understanding, 
realistic approach to your problems. 


TOM P. WALKER —Vice President in charge 


OO ow 
IRVING GERusT 


ONE WALL STREET . NEW YORK 15, N. Y. 


Capital Funds over $116,000,000 
Total Resources over $1,100,000,000 


Wittiam N: Enstrom, Chairman of the Board Ricuarp H. West, President 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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PLAYROOM for a 
HEAVYWEIGHT 


It’s a lively chunk of deadweight, this big boiler lead 
from a superheater outlet at the stop and check valve 
. .. in the new Southwark station of the Philadelphia 
Electric Company. It requires “playroom”. From its 
position when cold to its position at 900°F., this piping 
travels through all three planes — vertical, lateral and 
longitudinal. 

At every point of its travel, the weight of this 
piping is fully supported by Grinnell Constant-Support 
Hangers. Yet, because of their compact design, little 
extra “playroom” need be allowed in which to install 
the hangers. 

Write for the new Grinnell Pipe Hanger Catalog 
10-D, containing every pipe hanger, part and accessory, 
with full instructions for easy selection and correct 
specification. 


OR NO REAR IE AOA RRR 


July 7, 1 


GRINNELL 


CONSTANT-SUPP( 


HANGER 
the ONLY 
constant-suppe 
pipe hanger 


provides constant 
port to piping subj 
vertical movement 
all ‘‘hot’’ and ‘‘cd 
positions. 
maintains full 
factor in supporting 
temperature, high 
sure piping. 
non-resonant ande 
absorbing. 
mass-produced 
standard precision p 
individually — calib 
for each installatio 
load-adjustment fed 
incorporated into d 
three models mee 
tire range of load- 
specifications. 
minimum head 
required. 


GRINNELL 


Grinnell Compony, Inc., Providence, R. |. Branch warehouses: Atlanta * Buffalo* Charlotte * Chicago * Cleveland * Cranston * Fresno * Kansas City* 
Long Beach * Los Angeles * Milwaukee * Minneopolis * New York * Oakland * Philadelphia * Sacramento * St. Louis * St. Paul * San Francisco * Seattle’ 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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Can You Be Confident? 


F in conjunction with your next annual meeting— 

or at some contemplated special meeting—pro- 

posals other than routine are to be voted upon—to raise 
debt ceiling—authorize new securities—grant conversion 
privilege for convertible bonds, etc.—can you feel con- 
fident that your stockholders will support management’s 
recommendations with adequate votes of approval—on 


time? 


Such an important meeting frequently merits pro- 
vision of special handling—utilizing the services of our 


proxy soliciting organization as a form of insurance that 
the meeting will be successfully held on scheduled date. 


Our record of performance for the utility industry 
is outstanding. We invite your inquiry for additional 


information. 





National or Sectional Coverage 





+ * 


DUDLEY F. KING 


Associates: JOHN H.C. TEMPLETON + CHARLES A. NICHOLLS © PHILIP H. CARPENTER 


70 PINE STREET, NEW YORK 5, NEW YORK 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts, consultants, a 
others equipped to serve utilities in all matters relating to rate questions, appraisal 
valuations, special reports, investigations, financing, design, and construction. » 





Tue American Appraisat Company 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
aad other principal cities 











DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 











ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








Jord, Bacon & Davis 


° 
VALUATIONS Eng CONSTRUCTION 
REPORTS InNeers RATE CASES 
NEW YORK © PHILADELPHIA @ CHICAGO e LOS ANGELES 











GILBERT ASSOCIATES, Inc. 


ENGINEERS POWER ENGINEERING SINCE 1906 


Steam, Blectric, Gas 
Hydraulic, Sanitation Serving Utilities and Industrials 

Designs and Construction Personnel 

Inspections and Surveys Reading © New York © Heuston Original Cost Accounti 
Feed Water Treatment Philadelphia © Washington Accident Preventio 











Mention the FortnicHtty—It identifies your inquiry 





Public Utilities Fortnightly 





PROFESSIONAL DIRECTORY (continued) 





FREDERIC R. HARRIS, INC. 

FREDERIC R. HARRIS ENGINEERING CORPORATION 
FREDERIC R. HARRIS FREDERICK H. DECHANT 
ENGINEERS 
Reports Designs Management 
NEW YORK 

Atlanta Knoxville Philadelphia 








—— HENKELS & McCOY —— 


Electric & Telephone Line Construction Company 
TRANSMISSION DISTRIBUTION CONTRACTORS RIGHT OF wars 
OVERHEAD UNDERGROUND CHEMICAL CONTROL 
CONSTRUCTION MAINTENANOB PHILADELPHIA TREB TRIMMING 
BALL FIBLD LIGHTING Wilmington, Del. * Portland, Me. * Altoona, Pa. GAS AND OIL LINBS 
NOW WORKING IN FOURTEEN STATES 
































HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE ° COLUMBUS, OHIO 








Jee ulti Jian (oY) 0vaUtOn 


ENGINEERS ’ CONSTRUCTORS 


N Br 





WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 


Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 
Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 
57 WILLIAM STREET NEW YORK 








(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 











Pioneer ene & Engineering Co. 


CONSULTING, DESIGNING AND SPECIALISTS IN 
OPERATING ENGINEERS ACCOUNTING, FINANCING, RATES, 
PURCHASING INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET. CHICAGO 4, ILLINOIS 





m Complete Services for GAS and ELECTRIC Utilities 
acy, | gg lcraiaet Feisty TrOlaCo 


ete Plant Addition t ion e 
tai sred to m rofitable operation ENGINEERS *« CONSTRUCTORS « MANUFACTURERS 








SANDERSON & PORTER 
ENGINEERS 
AND 
CONSTRUCTORS 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Usilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 











The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports—Appraisals 


Consulting Engineerin 
80 BROAD STREET . e NEW YORK 4, N. Y. 





Mention the FortnicHt.y—I¢ identifies your inquiry 
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PROFESSIONAL DIRECTORY (concluded) 





ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting on onal 
Macias, Refuse | Ee industrial Bulldings 
wenty Planning, Reports, Valuations, Laboratory 


1528 WALNUT STREET PHILADELPHIA 2 


JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 
eames - ae Reports 


rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








BLACK & VEATCH 
CONSULTING ENGINEERS 
Appraisals, investigations and _ re- 


ports, design and su jon of con- 
struction of Public Utility Properties 


4106 BROADWAY KANSAS CITY, MO. 


LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSaLie St., Cricaco 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 





A. S. SCHULMAN ELEctric Co. 


Contractors 
TRANSMISSION LINES—UNDERGROUND DistRri- 
BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 
537 SoutH DEARBORN St. Cricaco 











W. C. GILMAN & COMPANY 


Consulting Engineers 


Load and Capacity Studies — Rate Cases 
Financial Planning 
Investigations — Reports — Supervision 


55 Liberty Street New York 5 


SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


CHICAGO 


Appraisals — Reports 
Operating — Financial — Plant 








FrRANcis S. HABERLY 


CONSULTING ENGINEER 


Valuation — Depreciation — Service Life 
Studies — Construction Cost Indexes — 
Reports 


122 SourH MICHIGAN AvENuUB, CHICAGO 


UNITED STATES TESTING COMPANY, INC. 
HOBOKEN, NEW JERSEY 


Analyses - Testing - Inspection - Research 
A Complete Service 


Boston - Chicago - Los Angeles - New York 
Philadelphia - Woonsocket 








JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 


Y. Boston NEW YORK 





WESTCOTT & MAPES, 


ARCHITECTS & ENGINEERS 


INVESTIGATIONS ¢ REPORTS 
DESIGN e¢ SUPERVISION 
New Haven, Connecticut 








Mention the Fortnicut.ty—It identifies your inquiry 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready oe 
ence. Their products and services cover a wide range of utility needs. 
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Albright & Friel, Inc., Engineers 
Am an Appraisal Company, The .... 
Analysts Journal, 


Babcock & Wilcox Company, The 

Barber Gas Burner Company, The . .Inside Front Cover 
Barber-Greene Company Inside Back Cover 
*Bituminous Coal “institute 

Black & Veatch, 





*Cambridge Tile Mfg. Co., 

Carter, Earl L., Consulti 

Cleveland Trencher Co., 

Cochrane Corporation 

*Combustion Engineering—Superheater, Inc 


& Zimmermann, Inc., ae 
De ta-Star Electric Com 
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Bacon & Davis, ~e -, Engineers 
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General Electric Company 
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THE ONLY VERTICAL i] 
BOOM DITCHER {E- 


~ — —— 


mn 


gs clean—leaves no ramp ¢ discharges on either side 


“ns3 


ere's an exclusive ditcher feature that saves as coral rock — down to 8 feet, 3 inches; widths 
lot of hand labor. The Barber-Greene’s verti- up to 24 inches. Feeding speeds range from 10 
al boom digs straight down, right up to walks, inches to 8 feet per minute. 
pundations, underground piping and mains, An adjustable spoils conveyor discharges on 
tc. There’s no ramp to run up digging costs. either side, and the automatic overload release 
Closely spaced, self-cleaning ‘‘kick out" protects both the machine and hidden objects. 
uckets, traveling at high rate of speed, cut like Find out how this compact, maneuverable, 
milling machine . . . leave a clean-walled easily controlled unit can keep your trenching 
ench. It's this efficient operating principle that costs down ... and what varied work it will 
ts the B-G Ditcher through materials as tough perform. 87A 


PD DARBER- GREE COMPANY> AURORA, ILLINOIS 
a Dg al 
fie > A <s 


1 1 
ERS = PERMANENT CONVEYORS PORTABLE CONVEYORS COAL MACHINES SITUMINOUS PLANTS FINISHERS OITCHERS 








IN YOUR PLANT WITH G-E 


The efficiency of your switching operations 
is primarily determined by the availability 
of your locomotive. G-E diesel-electric switch- 
ers will step up car movements in your plant 
through an availability of better than 90 
per cent. They're ready to go whenever you 


want them—the minute you want them. 


G-E diesel-electrics often pay for them- 
selves in less than four years through lowered 
fuel costs, high availability, and reduced 
maintenance expense. Many utilities have 
slashed locomotive fuel costs in half despite 


the plentiful supplies of coal on hand. 


Diesel-electric efficiency results from sev- 
eral factors. It needs infrequent refueling— 
twice a week for a switcher that works around 


DIESEL-ELECTRIC SWITCHERS 


the clock. No boiler washing, coal or 
handling is necessary, and there ard 
heavy reciprocating parts that need per 
replacing. An occasional overhaul plus o 
minutes of routine servicing each day, n 
by the engineer between switching o 
ments, assures you of years of trouble 


performance. 


If you're not switching cars at your 
with a_ diesel-electric locomotive, ¢ 
your G-E representative today. He'll 
a survey of your requirements and esti 
the savings you'll make by using G-E d 
electric locomotives. Apparatus Dept., 


Electric Company, Schenectady 5, N. Y. 





GENERAL (6) ELECTRIC 





